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JOHN MAYNARD KEYNES 
1883-1946 


By JoserpH A. SCHUMPETER* 


I 


s sparkling essay on the Great Villiers Connection,’ Keynes re- 
1 sense of the importance of hereditary ability—of the great 
ise Karl Pearson’s phrase, that ability runs in stocks—that 
nto the picture many people seem to harbor of his intellectual 
obvious inference about his sociology is strengthened by the 
t in his biographical sketches he was apt to stress ancestral back- 
with unusual care. He would therefore understand my regret 
ability, owing to lack of time, to probe into the past of the 
s Connection. Let us hope that someone else will do this, and 
t ourselves with an admiring glance at the parents. He was born 
fifth of June, 1883, the eldest son of Florence Ada Keynes, daugh- 
the Reverend John Brown, D.D., and of John Neville Keynes, 
trar of the University of Cambridge—a mother of quite exceptional 
and charm, one-time mayor of Cambridge, and a father who is 
o all of us as an eminent logician and author, among other 
of one of the best methodologies of economics ever written.” 

is note the academic-clerical background of the subject of this 
he implications of this background—both the eminently Eng 
ality of it and the gentry element in it—become still clearer when 
| two names: Eton and King’s College, Cambridge. Most of us 
hers, and teachers are prone to exaggerate the formative influence 
ation. But nobody will equate it to zero. Moreover, there is 


is professor of economics at Harvard University. 

1 review of W.I. J. Gun, Studies in Hereditary Ability, was published in The 
thenaeum, March 27, 1926, and has been reprinted in the volume / vs in 

rhis volume sheds more light on Keynes the man and Keynes the scholar 

ther publication of his. I shall accordingly refer to it more than once 
1 Method of Political Economy (1891). The well-earned success of this admirabk 
by the fact that a reprint of its fourth edition (1917) was call 

well has it kept its own amidst the surf and breakers of half a century’s 
Jut its problems that even now students of methodology can hardly do better 


t for guide. 


ec tor as late as 
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nothing to show that John Maynard’s reaction to either place was any. 
thing but positive. He seems to have enjoyed a thoroughly successj,| 
scholastic career.* In 1905 he was elected President of the Cambridge 
Union. In the same year he emerged as twelfth Wrangler. 

Theorists will notice the latter distinction which cannot be attained 
without some aptitude for mathematics plus hard work—work hard 
enough to make it easy for a man who has gone through that disciplin: 
to acquire any more advanced technique he may wish to master. Th: 
will recognize the mathematical quality of mind that underlies th 
purely scientific part of Keynes’s work, perhaps also the traces in it of a 
half-forgotten training. And some of them may wonder why he kept 
aloof from the current of mathematical economics which gathered de 
cisive momentum at just about the time when he first entered the field 
Nor is this all. Though never definitely hostile to mathematical eco- 
nomics—he even accepted the presidency of the Econometric Societ) 
he never threw the weight of his authority into its scale. The advi 
that emanated from him was almost invariably negative. Occasional); 
his conversation revealed something akin to dislike. 

Explanation is not far to seek. The higher ranges of mathemat 
economics are in the nature of what is in all fields referred to as “pu: 
science.” Results have little bearing—as yet, in any case—upon practi 
cal questions. And questions of policy all but monopolized Keynes 
brilliant abilities. He was much too cultivated and much too intelligent 
to despise logical niceties. To some extent he enjoyed them; to a st 
greater extent he bore with them; but beyond a boundary which it did 
not take him long to reach, he lost patience with them. L’art pour l’ar! 
was no part of his scientific creed. Wherever else he may have been pro 
gressive, he was not a progressive in analytic method. We shall see that 
this also holds in other respects that are unconnected with the use o! 
higher mathematics. If the purpose seemed to justify it, he had no ob- 
jection to using arguments that were as crude as those of Sir Thomas 
Mun. 


II 


An Englishman who entered adult life from Eton and Cambridge 
who was passionately interested in the policy of his nation, who had 
conquered the presidential chair of the Cambridge union in the symboli 
year 1905 that marked the passing of an epoch and the dawn of another’ 

why did such an Englishman not embark upon a political career 
Why did he go to the India Office instead? Many pro’s and con’s enter 

+ Eton always meant much to him. Few of the honors of which he was the recipient later I 
pleased him so much as did his election, by the masters, as their representative on Lt 
governing board. 


* The Campbell-Bannerman victory was won and a parliamentary Labor Party emerged !0 
January, 1906. 
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about it which it is essential to grasp. Nobody could ever have talked 
to Keynes for an hour without discovering that he was the most un- 
tical of men. The political game as a game interested him no more 
than did racing—or, for that matter, pure theory per se. With quite un- 
usual gifts for debate and with a keen perception of tactical values, he 
et seems to have been impervious to the lure—nowhere anything like 
as strong as it is in England—of the charmed circle of political office. 
Party meant little or nothing to him. He was ready to codperate with 
ne who offered support for a recommendation of his and to forget 
iny past passage of arms. But he was not ready to coéperate with any- 
eon any other terms, let alone to accept anyone’s leadership. His 
loyalties were loyalties to measures, not loyalties to individuals or 
oups. And still less than a respector of persons was he a respector of 
reeds or ideologies or flags. 
Was he not, therefore, cut out for the réle of an ideal civil servant, by 
nature made to become one of those great permanent Under-secretaries 
i State whose discreet influence counts for so much in the shaping of 
‘land’s recent history? Anything but that. He had no taste for poli- 
it he had less than no taste for patient routine work and for 
ing in, by gentle arts, that refractory wild beast, the politician. 
ind these two negative propensities, the aversion to the political arena 
the aversion to red tape, propelled him toward the réle for which 
was indeed by nature made, for which he quickly found the form that 
d him to perfection, and from which he never departed throughout 
ife. Whatever we may think of the psychological laws which he was 
nulate, we cannot but feel that, from an early age, he thoroughly 
nderstood his own. This is, in fact, one of the major keys to the secret 
his success—and also to the secret of his happiness: for unless I am 
ich mistaken his life was an eminently happy one. 
hus, after two years at the India Office (1906-08) he went back to 
iversity, accepting a fellowship at King’s (1909), and quickly es- 
blished himself in the circle of his Cambridge fellow economists and 
nd. He taught straight Marshallian doctrine with the Fifth Book 
' the Principles as the center, the doctrine that he mastered as few 
ple did and with which he remained identified for twenty years to 
e. A picture survives in my memory of how he then looked to a 
visitor to Cambridge—the picture of the young teacher of spare 
me, ascetic countenance, flashing eyes, intent and tremendously seri- 
vibrating with what seemed to that visitor suppressed impatience, 
idable controversialist whom nobody could overlook, everybody 
respected, and some liked.® His rising reputation is attested by the fact 


, decision of this kind, money among others, but there is one point 


wn acquaintance with Keynes, productive of a totally different impression, dates 
m 1927. 


al nt 
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that as early as 1911 he was appointed editor of the Economic Joy, 
in succession to its first editor, Edgeworth. This key position ip | 
world of economics he filled without interruption and with unflage 
zeal until the spring of 1945.° Considering the length of his tenure 
this office and all the other interests and avocations in the midst 
which he filled it, his editorial performance is truly remarkable, in fac; 
almost unbelievable. It was not only that he shaped the general poli 
of the Journal and of the Royal Economic Society, of which he was 
secretary. He did much more than this. Many articles grew out of his 
suggestions; all of them received, from the ideas and facts presented 
down to punctuation, the most minute critical attention.’ We all knoy 
the results, and everyone of us has—no doubt—his own opinion aly 
them. But I feel confident of speaking for all of us when I say that 
taken as a whole, Keynes the editor has had no equal since Du Pont ¢ 
Nemours managed the Ephémérides. 

The work at the India Office was not morse than an apprentices! 
that would have left few traces in a less fertile mind. It is highly rev 
ing not only of the vigor but also of the type of Keynes’s talent that 
bore fruit in his case: his first book—and first success— was on Jndian 
Currency and Finance.* It appeared in 1913, when he was also appoint: 
member of the Royal Commission on Indian Finance and Currei 
(1913-14). I think it fair to call this book the best English work on 1 
gold exchange standard. Much more interest attaches, however, to a 
other question that is but distantly related to the merits of this p 
formance taken by itself; can we discern in it anything that points t 
ward the General Theory? In the Preface to the latter, Keynes hims 
claimed not more than that his teaching of 1936 seemed to hi 
natural evolution of a line of thought which he had been pursuing for 
several years.”’ On this I shall offer some comments later on. But no 
will make bold to assert that, though the book of 1913 contains n 
of those characteristic propositions of the book of 1936 that have be 
felt to be so “‘revolutionary,” the general attitude taken toward mor 
tary phenomena and monetary policy by the Keynes of 1913 clear 
foreshadowed that of the Keynes of the Treatise (1930). 

Monetary management was then no novelty, of course—whi 
precisely why it should not have been heralded as a novelty in the 20: 


* Edgeworth served once more, as joint editor, 1918-1925. He was succeeded by D 
Macgregor, who served, 1925-1934, to be in turn succeeded by Mr. E. A. G. Robinsot 
had been appointed assistant editor in 1933). 

7 Once he patiently explained to a foreign contributor that, while it is permissible | 
breviate exempli gratia into e.g., it is not permissible to abbreviate “for instance”’ 
and would the author sanction the alteration? 


8 In 1910-11 he gave lectures on Indian Finance at the London School of Ecor 
F. A. Hayek, “The London School of Economics, 1895-1945,”’ Economica (Feb., 194 


_ 
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and preoccupation with Indian problems was particularly 
luce awareness of its nature, necessity, and possibilities. But 
vid appreciation of its bearing not only upon prices and ex- 
nports, but also on production and employment was never- 
ething new, something that, if it did not uniquely determine, 
litioned his own line of advance. Moreover, we must remember 
y his theoretical development in post-war times was related 
particular situations in which he offered practical advice and 

ither he nor anyone else foresaw in 1913: add the theoretical 
yns of the English experience in the 20’s to the theory of Indian 
nd Finance, and you will get the substance of the Keynesian 
1930. This statement is conservative. I could go further—a 
ere I not afraid of falling into an error that is very common 


graphers. 


1915, the potential public servant in the academic gown turned 
an actual one: he entered the Treasury. English finance during the 
t World War was eminently “sound” and spelled a moral perform- 
the first order. But it was not conspicuous for originality, and 
le that the brilliant young official then acquired his dislike 
ury Mind and the Treasury View that became so marked 
His services were, however, appreciated, for he was chosen 
as Principal Representative of the Treasury at the Peace 
nce—which might have been a key position if such a thing could 
ted within the orbit of Lloyd George—and also as Deputy for 
ncellor of the Exchequer on the Supreme Economic Council. 
portant than this, speaking from the biographer’s standpoint, 
pt resignation in June, 1919, which was so characteristic of 
n and of the kind of public servant he was. Other men had much 
isgivings about the peace, but of course they could not pos- 
ak out. Keynes was made of different stuff. He resigned and 
world why. And he leapt into international fame. 
nomic Consequences of the Peace (1919) met with a reception 
akes the word Success sound commonplace and insipid. Those 
nnot understand how luck and merit intertwine will no doubt say 
ynes simply wrote what was on every sensible man’s lips; that 
very favorably placed for making his protest resound all over 
|; that it was this protest as such and not his particular argu- 
that won him every ear and many thousands of hearts; and that, 
noment the book appeared, the tide was already running on 
it was to ride. There is truth in all this. Of course, there was an 
opportunity. But if we choose, on the strength of this, to deny 
tness of the feat, we had better delete this phrase altogether 
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from the pages of history. For there are no great feats without preéxist. 
ing great opportunities. 

Primarily the feat was one of moral courage. But the book is a master. 
piece—packed with practical wisdom that never lacks depth; pitiless) 
logical yet never cold; genuinely humane but nowhere sentimenta 
meeting all facts without vain regrets but also without hopelessness: jt 
is sound advice added to sound analysis. And it is a work of art. Forn 
and matter fit each other to perfection. Everything is to the point, and 
there is nothing in it that is not to the point. No idle adornment dis- 
figures its wise economy of means. The very polish of the exposition- 
never again was he to write so well—brings out its simplicity. In th 
passages in which Keynes tries to explain, in terms of the dramati 
personae, the tragic failure of purpose that produced the Peace, he rises 
to heights that have been trodden by few.® 

The economics of the book, as well as of A Revision of the Treaty (1922 
that complements and in some respects amends its argument, is of the 
simplest and did not call for any refined technique. Nevertheless, there 
is something about it that calls for our attention. Before embarking or 
his great venture in persuasion, Keynes drew a sketch of the economic 
and social background of the political events he was about to survey 
With but slight alterations of phrasing, this sketch may be summed up 
like this: Latssez-faire capitalism, that “extraordinary episode,” had 
come to an end in August, 1914. The conditions were rapidly passing in 
which entrepreneura] leadership was able to secure success after success 
propelled as it had been by rapid growth of populations and by abun 

* See pp. 26-50, on the Council of Four, republished, with an important addendun 
Fragment on Lloyd George, in the Essays in Biography. It is painful to report that, at thet 
some opponents of Keynes’s views, in full retreat before his victorious logic, seem to 
resorted to sneers about his presentation of certain facts and his interpretation of n 
neither of which, so they averred, he was in a position to judge. Since this indictment 
Keynes’s veracity has been repeated recently in a causerie published in an American magazin 
it is first of all necessary to ask the reader to satisfy himself that not a single result of Keynes's 
analysis and not a single recommendation of his depends on the correctness or incorrectness 
of the picture he drew of the motives and attitudes of Clemenceau, Wilson, and Lloyd George 
But, secondly, since it is part of the purpose of this memoir to delineate a character, it's 
further necessary to prove that there is absolutely no foundation for the aspersion that Ke; 
indulged in a flight of “poetic fantasy” and that he pretended to an intimate knowledge 0! 
“arcana” that cannot have been known to him—which, at best, would convict him of pett) 
vanity and, at worst, of more than that. But the proof in question is not difficult to supp) 
the reader will refer to that masterly sketch, as I hope he will, he is bound to find that Keyt 
claimed no intimacy with those three men and personal acquaintance only with Lloyd Georg 


He said nothing about the private meetings of the four (the fourth was Orlando), but mere!) 
described scenes at the regular meetings of the Council of Four, which, along with all 
leading experts, he must have normally attended in his official capacity. Moreover, his prese! 
tation of the personal aspects of the steps on the road that led to the disastrous result is a! 
supported by independent evidence: his brilliant story is nothing but a reasonable inter; 
tion of a course of events that is common knowledge. Finally, critics had better bear in! 
that this interpretation is distinctly generous and perfectly free from traces of any res 
ment, however justifiable, that Keynes may have felt. 


ela 


i 


SCHUMPETER: JOHN MAYNARD KEYNES 501 


rtunities to invest that were incessantly recreated by techno- 
provements and by a series of conquests of new sources of 
| raw materials. Under these conditions, there had been no dif- 
out absorbing the savings of a bourgeoisie that kept on baking 
n order not to eat them.” But now (1920) those impulses were 
out, the spirit of private enterprise was flagging, investment op- 
ties were vanishing, and bourgeois saving habits had, therefore, 
ir social function; their persistence actually made things worse 
need have been. 
Here, then, we have the origin of the modern stagnation thesis—as 
ished from the one which we may, if we choose, find in Ricardo. 
ere we also have the embryo of the General Theory. Every compre- 
sive “theory” of an economic state of society consists of two comple- 
tary but essentially distinct elements. There is, first, the theorist’s 
r it the basic features of that state of society, about what is 
what is not important in order to understand its life at a given time. 


Let us call this his vision. And there is, second, the theorist’s technique, 


ratus by which he conceptualizes his vision and which turns the 


atter into concrete propositions or ‘‘theories.”’ In those pages of the 


nomic Consequences of the Peace we find nothing of the theoretical 
paratus of the General Theory. But we find the whole of the vision of 
ngs social and economic of which that apparatus is the technical 
mplement. The General Theory is the final result of a long struggle to 
make that viston of our age analytically operative. 


IV 
For economists of the “scientific”? type Keynes is, of course, the 
Keynes of the General Theory. In order to do some justice to the straight- 


ne development which leads up to it from the Consequences of the Peace, 
ind of which the main stages are marked by the T7ract and by the 


l'reatise, I shall have to brush aside ruthlessly many things that ought 


t to go unrecorded. Three foothills of the Consequences are, however, 
ntioned in the note below,!® and a few words must be said on A 


Chese are: his article on population and the ensuing controversy with Sir William Beve- 

n. Jour., 1923); his pamphlet, The End of Laissez-Faire (1926) ; and his article on the 

erman Transfer Problem” in the Econ. Jour. (March, 1929), with subsequent replies to the 
f Ohlin and Rueff. The first attempts to conjure Malthus’s ghost—to defend (at the 

f the period of unsalable masses of food and raw materials!) the thesis that, since 

rbout 1906, nature had begun to respond less generously to human effort and that 

tion was the great problem, or one of the great problems of our time: perhaps the 

tous of all his efforts and indicative of an element of recklessness in his makeup 

se who loved him best cannot entirely deny. All that needs to be said about The End 
z-Faire is that we must not expect to find in this piece of work what the title suggests. 

t at all what the Webbs wrote in that book of theirs that invites comparison with 

ss. The article on German reparations reveals another side of his character: it was 
tly dictated by the most generous motives and by unerring political wisdom; but it was 


EMBER 
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Treatise on Probability which he published in 1921. There cannot }y 
I fear, much question about what Keynes means for the theory of prot 
bility, though his interest in it went far back: his fellowship dissertat 
had been on the subject. The question that is of interest to us is wha; 
the theory of probability meant for Keynes. Subjectively, it seems 
have been an outlet for the energies of a mind that found no compl 
satisfaction in the problems of the field to which, as much from a sens 
of public duty as from taste, he devoted most of his time and strengt! 
He entertained no very high opinion about the purely intellectual p, 
sibilities of economics. Whenever he wished to breathe the air of hig 
altitudes, he did not turn to our pure theory. He was something of 
philosopher or epistemologist. He was interested in Wittgenstein. H 
was a great friend of that brilliant thinker who died in the prime of 

Frank Ramsey, to whose memory he erected a charming monument 
But no merely receptive attitude could have satisfied him. He 
to have a flight of his own. It is highly revelatory of the texture o! 
mind that he chose probability for the purpose—a subject bristling 1 
logical niceties yet not entirely without utilitarian connotation. His 
indomitable will produced what, seen as I am trying to see it, was 
doubt a brilliant performance, whatever specialists, non-Cambri 
specialists particularly, might have to say about it. 

We are drifting from the work to the man. Let us then use this « 
portunity for looking at him a little more closely. He had return 
King’s and to his pre-war pattern of life. But the pattern was developed 
and enlarged. He continued to be an active teacher and research worke1 
he continued to edit the Journal; he continued to make the public cares 
his own. But though he strengthened his ties with King’s by accepting 
the important (and laborious) function of Bursar, the London ho 
at 46 Gordon Square, became second headquarters before long. He a 
quired an interest in, and became chairman of, The Nation 
superseded the Speaker in 1921, absorbed the Athenaeum, and was, 
1931, merged with The New Statesman (The New Statesman and Nation 

to which he directed a current stream of articles that would have be 
full-time work for some other men. Also, he became chairman of 


not good theory and Ohlin and Rueff found it easy to deal with it. It is difficult to unde 
how Keynes can have been blind to the weak spots in his argument. But, in the servict 


cause he believed in, he would sometimes, in noble haste, overlook defects in the 


which he made his arrows. Perusal of the collection entitled Essays in Persuasion (1931 
perhaps the best method of studying the quality of his reasoning in the not-quite-prol 
part of his work 
"In The New Statesman and Nation, October 3, 1931, republished in the Essays » 
raphy. To this essay, the most warm-hearted thing he ever wrote, is appended an ant 
gleanings from Ramsey’s notes. These express Ramsey’s views, of course, and not Ke 
but, for an occasion like this, nobody would choose passages that do not strike a sy! 
note. Thus, Ramsey’s sayings become indicative of Keynes’s philosophy 
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Mutual Life Assurance Society (1921-38) to which he gave 
| managed an investment company, earning a considera- 
such business pursuits. There was no nonsense about 
ticular no nonsense about business and money making: he 
iated the comforts of a proper establishment; and not 
he used to say (in the 20’s) that he would never accept a 
appointment because he could not afford to do so. In ad- 
this, he served actively on the Economic Advisory Council 
Committee on Finance and Industry (Macmillan Commit- 
5, he married a distinguished artist, Lydia Lopokova, who 
cenial companion and devoted helpmate—“‘in sickness and 
to the end. 
nation of activities is not unusual. What made it unusual 
a marvel to behold is the fact that he put as much energy 
them as if it had been his only one. His appetite and his 
cient work surpass belief, and his power of concentration 
of work in hand was truly Gladstonian: whatever he did, 
. mind freed from everything else. He knew what it is to be 
hardly seems to have known dead hours of cheerlessness 
purpose. 
wont to impose two distinct penalties upon those who try 
their stock of energy to the thinnest leaf. One of these 
ynes undoubtedly paid. The quality of his work suffered 
ntity and not only as to form: much of his secondary work 
races of haste, and some of his most important work, the 
essant interruptions that injured its growth. Who fails to 
to realize that he beholds work that has never been al- 
en, has never received the last finishing touch—will never 
Keynes’s powers.” But the other penalty was remitted to 


there is something inhuman about human machines that 
y ounce of their fuel. Such men are mostly cold in their 
tions, inaccessible, preoccupied. Their work is their life, no 
sts exist for them, or only interests of the most superficial 
Keynes was the exact opposite of all this—the pleasantest 
can think of; pleasant, kind, and cheerful in the sense in 
ely those people are pleasant, kind, and cheerful who have 


is example for this is his most ambitious venture in research, the 7reatise 
shell of several pieces of powerful but unfinished work, very imperfect 

elow, p. 507). But the instance that will convey my meaning best is the 

n Marshall (Econ. Jour., Sept., 1924 He evidently lavished love and 

itter of fact, it is the most brilliant life of a man of science I have ever 

e reader who turns to it will not only derive much pleasure and profit, but 

It starts beautifully, it ends beautifully; but in order to be perfect, it 


another fortnight’s work 
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nothing on their minds and whose one principle it is never to allow any 
pursuit of theirs to degenerate into work. He was affectionate. He was 
always ready to enter with friendly zest into the views, interests, and 
troubles of others. He was generous, and not only with money. He was 
sociable, enjoyed conversation, and shone in it. And, contrary to a 
widely spread opinion, he could be polite, polite with an old-world 
punctilio that costs time. For instance, he would refuse to sit down to 
his lunch, in spite of telegraphic and telephonic expostulation, until his 
guest, delayed by fog in the Channel, put in appearance at 4 p.m. 
His extracurricular interests were many, and each of them he pursued 
with joyful alacrity. But this is not all of it. Once more, people are not 
uncommon who, in spite of absorbing avocations, enjoy some recreative 
activities in a passive way. The Keynesian touch is that with him recre 
ation was creative. For instance, he loved old books, niceties of biblio- 
graphic controversy, details of the characters, lives, and thoughts oj 
men of the past. Many people share this taste which may have been 
fostered in him by the classical ingredients in his education. But when- 
ever he indulged it, he took hold like the workman he was, and we owe 
to his hobby several not unimportant clarifications on points of literary 
history.’* He also was a lover and, up to a point, a good judge of pi 
tures, to a modest extent also a collector. He thoroughly enjoyed a good 
play, and founded and generously financed the Cambridge Arts Theatre, 
which no one who went to it will forget. And, once upon a time, an 
acquaintance of his received the following note from him, evident}; 
dashed off in high good humor: ‘‘Dear . . . , if you wish to know what at 
the moment exclusively occupies my time, look at the enclosed.”* The 
enclosure consisted of a program or prospectus of the ‘‘Carmago Ballet.” 
I return to the highway. As stated above, our first stop is at the Tract 
on Monetary Reform (1923). Since, with Keynes, practical advice was 
the goal and beaconlight of analysis, I will do what in the case of other 


economists I should consider an offense to do, viz., invite readers to look 
first at what it was he advocated. It was, in substance, stabilization ot 


'8 The literature of philosophy and economics attracted him most. In this pursuit Professor 
Piero Sraffa became to him a much-appreciated ally. The best example I can offer of results 1s 


the edition of Hume’s abstract of his Treatise on Human Nature “reprinted with an Intro 
tion by J. M. Keynes and P. Sraffa,” 1938. The Introduction is a curious monument of p! 
logical ardor. 

«The acquaintance, a most disorderly person, does not keep letters. The exact wording 


Keynes’s note can therefore not be verified. But I am positive that it contained a single bri« 
sentence and that the import of this sentence was as stated. It must have been about ter 
fifteen years ago, perhaps more.—In his last years, those artistic activities and tastes led t 
being elected trustee of the National Gallery and Chairman of the Council for the Encouragt 
ment of Music and the Arts. More work! 
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MBER 

bam price level for the purpose of stabilizing the domestic busi- 
te secondary attention being paid also to the means of 
* short-run fluctuations of foreign exchange. In order to 
was he recommended that the monetary system created by the 
to s of warfare should be carried over into the peace economy, the 
' he various suggestions offered—with an evident trepidation 

~~ t ke him—being the separation of the note issue from the gold 
l hi ve which he wished, however, to retain and of which he was anxious 


size the importance. 
re two things in this piece of advice that should be carefully 
first, its specifically English quality; second, ex visu of Eng- 
ti, lay hort-run interests and of the kind of Englishman the adviser was, its 
and conservativism.” It cannot be emphasized too 
that Keynes’s advice was in the first instance always English 
orn of English problems even where addressed to other nations. 
e of his artistic tastes, he was surprisingly insular, even in 
vy, but nowhere so much as in economics. And, he was fervently 
of a patriotism which was indeed quite untinged by vulgarity 


we 
™ so genuine as to be subconscious and therefore all the more 
to impart a bias to his thought and to exclude full understand- 
’ § reign (also American) viewpoints, conditions, interests, and 
” ally creeds. Like the old free-traders, he always exalted what was 
an nent truth and wisdom for England into truth and wisdom 


" times and places.’* But we can not stop at this. In order to locate 
point from which his advice was given it is further necessary to 
r that he was of the high intelligentsia of England, unattached 
iss Or party, a typical pre-war intellectual, who rightly claimed, 

r good and ill, spiritual kinship with the Locke-Mill connection. 
What was it, then, that this patriotic English intellectual beheld? The 
ct generalization we have already noticed in the pages of the Consequences. 
But England’s case was more specific than that. She had not emerged 
war as she had emerged from the war of the Napoleonic era. 
she had emerged impoverished; she had lost many of her opportunities 
f r the moment and some of them for good. Not only this, but her social 
had been weakened and had become rigid. Her taxes and wage 
rates were incompatible with vigorous development, yet there was 
that could be done about it. Keynes was not given to vain re- 
grets. He was not in the habit of bemoaning what could not be changed. 
\iso he was not the sort of man who would bend the full force of his 
the individual problems of coal, textiles, steel, shipbuilding 


irprise no one that he was eventually (1942) elected director of the Bank of 


so explains what his opponents called his inconsistency. 


a 
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(though he did offer some advice of this kind in his current article: 
Least of all was he the man to preach regenerative creeds. He was { 
English intellectual, a little deraciné and beholding a most uncomfor 
ble situation. He was childless and his philosophy of life was essentia 
a short-run philosophy. So he turned resolutely to the only “paramet 
ff action” that seemed left to him, both as an Englishman and as ¢! 
kind of Englishman he was—monetary management. Perhaps 
thought that it might heal. He knew for certain that it would soot! 
and that return to a gold system at pre-war parity was more than / 
England could stand. 

If only people could be made to understand this, they would als 
understand that practical Keynesianism is a seedling which can: 
transplanted into foreign soil: it dies there and becomes poisonou 
fore it dies. But in addition they would understand that, left in Eng 
soil, this seedling is a healthy thing and promises both fruit and shad 
Let me say once and for all: all this applies to every bit of advice that 
Keynes ever offered. For the rest, the advocacy of monetary mana, 
ment in the Tract was anything but revolutionary. There was, howe, 
a novel emphasis on it as a means of general economic therape 
And concern with the saving-investment mechanism is indicated in | 
first lines of the Preface and throughout the first chapter.’’ Thus, thoug 
the immediate task before the author prevented him from going ' 
far into these matters, the book does indicate further advance towa 
the General Theory. 

Analytically, Keynes accepted the quantity theory which “‘s fur 
mental. Its correspondence with facts is not open to question” (p. 8! 
All the more important is it for us to realize that this acceptance, rest 
as it does on the very common confusion between the quantity th 
and the equation of exchange, meant much less than it seems to m¢ 
exactly as Keynes’s later repudiation of the quantity theory means n 
less than it seems to mean. What he intended to accept was the equat 
of exchange—in its Cambridge form—which, whether defined as a! 
identity or as an equilibrium condition, does not imply any of the proj 
sitions characteristic of the quantity theory in the strict sense. Acc 
ingly, he felt free to make velocity—or k, its equivalent in the Cal 
ge equation—a variable of the monetary problem, very prop‘ 
giving Marshall credit for this “development of the traditional wa) 
considering the matter” (p. 86). This is the Liquidity Preference in 
bryonic form. Keynes overlooked that this theory can be traced | 


brit 


17 See, the highly characteristic passages on p. 10, and aiso the description of th 
nt system” on p. 8, which anticipates some of the very inadequacies of the ana 
General Theory. Even then, and indeed from first to last, Keynes displayed a curious re! 
to recognize a very simple and obvious fact and to express it by the no less simple and 


phrase, that typically industry is financed by banks. 
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ticles t least—and that it had been develope 1, though sketch 
er,'® who said that “large sums of money are continually 
and that “the proportion of the circulating mediun 
tia irded ...is not constant.’’ We cannot go into the many 
met ;in the Tract, e.g., the masterly section on the ] 
anges (Chap. III, sec. 1V) and on Great Britain (Chap 
Ds ch it is impossible to admire too highly. We must hurry 
ot ond stop”’ on the road to the General Theory, the Treatise 


orward 


f 1Os0) 
ption of the Treatise on Probability, Keynes never wrote 
which the hortatory purpose is less visible than it is in 
n Money. It is there all the same, and not confined to the 
VII), in which, among other things, we find all the essentials 
Woods—what an extraordinary achievement! Primarily, 
two volumes are no doubt Keynes’s most ambitious 
ne research, of research so brilliant and yet so solid that 
| pities that the harvest was garnered before it was ripe. 
learned something from Marshall’s craving for ‘‘impos 
’ instead of lecturing him about it! (Essays in Biography, 
Moreover, Professor Myrdal’s gentle sneer at ‘‘that Anglo 
unnecessary originality” is amply justified.*? Neverthe 
was the outstanding performance in its field and day. All 
ever, is to collect the most important signposts that point 
General Theory.” 


VUoney and Credit Instruments (1907), p. 20. But on p. 193 of the 7 
» the untenable statement that ‘“‘the inter price level 
unt of credit created by the banks” and 


it remained for him an independent variable, given to the 


ned, not by gold producti nas it was ol! old Dut eitne! the bal 
Central Bank or Government This, | ever—consicd 
ven’’—is one of the characteristic features of the lantity the in 


y statement in the text that he never abar 


ussage in the Preface of the Treatise shows that he was! 
ffering half-baked bread 


Vonetary Equilibrium (English tranlsation, by Bryce and Stolper 
ersion of the Swedish original that appeared in the Lkonom Tidskrift 
’s protest was not, of course, made on his own behalf | 

Wicksellian group. But a similar protest would have been in order on behall 
his followers, especially of Mises and Hayek. The latter’s Geldtheorte und 
been published, it is true, or ly in 1929. But B Bawerk’s 
l'aussig’s Wages and Capital dates from 1896. Neverthele Ke 
of Book VI exactly as if they had never ‘ But ther 
lid not know. Proof of his good faith 1s t ample credit he gave to 

v, Pigou and Robertson among then 

olves injustice to the work as a whole, and in part lar to the { 
nal but nonetheless brilliant introduction (Nature of Money, | k J 


dent treatise on price levels (Value of Money, Book II Vnicn 3s 


ight he did 
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There is, first, the conception of the theory of money as the theory 
the economic process as a whole that was to be fully developed in th; 
General Theory. This conception is, second, embedded in the vision 
diagnosis of the contemporaneous state of the economic process tha 
never changed from the Consequences. Third, saving and investmen: 
decisions are resolutely separated, quite as resolutely as in the Generg| 
Theory, and private thrift is well established in its réle of villain of th 
piece. The recognition extended to the work of “Mr. J. A. Hobson a: 
others” (Vol. I, p. 179) is highly significant in this respect. And we lean 
that a thrift campaign is not the way to bring down the rate of interes: 
(e.g., Vol. II, p. 207). Differences in conceptualization—sometimes or 
in terminology—obscure but do not eliminate the fundamental ident 
of the ideas the author strives to convey. Thus, fourth, much of th 
argument runs in terms of the Wicksellian divergence between the “nat 
ural” and the ‘“‘money”’ rate of interest. To be sure, the latter is n 
yet the rate of interest, and neither the former nor profits are as yet 
turned into the ‘‘marginal efficiency of capital.” But the argument 
clearly suggests both steps. Fifth, the emphasis upon expectations, uy 
the ‘‘bearishness”’ that is not yet liquidity preference from the specula 
tive motive, and the theory that the fall in money wage rates in depr 
sion (‘‘reduction in the rate of efficiency-earnings’’) will tend to reéstab- 
lish equilibrium if and because it will act on interest (bank rate 
reducing the requirements of Industrial Circulation—all these and mat 
other things (bananas, widows’ cruses, Danaides’ jars) read like imperfect 
and embarrassed first statements of General Theory propositions. 

VI 

The Treatise was not a failure in any ordinary sense of the word 
Everybody saw its points and, with whatever qualifications, paid 
respects to Keynes’s great effort. Even damaging criticism, such as Pr 
fessor Hansen’s criticism of the Fundamental Equations,” or Professor 
von Hayek’s criticism of Keynes’s basic theoretical structure,” wer 
a rule tempered with well-deserved eulogy. But from Keynes's 0' 


standpoint it was a failure, and not only because its reception did no! 


of suggestive ideas. It must be remembered—and this is really the most fundamenta! 
ference between the Treatise and the General Theory—that the work professes to be an ana 
of the dynamics of price levels, “of the way in which the fluctuations of the price level act 
come to pass” (Vol. I, p. 152), though in reality it is much more than this. 

2 Alvin H. Hansen, ‘“‘A Fundamental Error in Keynes’ Treatise on Money,” this Kev 
1930; and Hansen and Tout, “Investment and Saving in Business Cycle Theory,” 
metrica, 1933. 

F. A. von Hayek, “Reflections on the Pure Theory of Money of Mr. Keynes,” I ar 
Economica, 1931 and 1932. Hayek went so far as to speak of an “enormous advance.” 
theless Keynes replied not without irritation. As he himself remarked on another occé 
authors are difficult to please. 
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his standard of success. It had somehow missed fire—it 
made a mark. And the reason was not far to seek: he 
convey the essence of his own personal message. He had 
tise and, for the sake of systematic completeness, over 
text with material about price indices, the modus operandi 
, deposit creation, gold and what not all of which, whatever 
as akin to current doctrine and hence, for his purpose, not 
distinctive. He had entangled himself in the meshes of an 
at broke down each time he attempted to make it grind out 
eanings. There would have been no point in trying to improve 
detail. There would have been no point in trying to fight 
the justice of many of which he had to admit. There was 
but to abandon the whole thing, hull and cargo, to re- 
egiances and to start afresh. He was quick to learn the lesson. 
utting himself off from the derelict, he braced himself for 
rt, the greatest of his life. With brilliant energy he took hold 
tials of his message and bent his mind to the task of forging 
apparatus that would express these and—as nearly as 
nothing else. He succeeded to his satisfaction. And so soon 
ne so—in December, 1935—he buckled on his new armor, 
| his sword and took the field again, boldly claiming that he 
to lead economists out of errors of 150 years’ standing and 
promised land of truth. 
round him were fascinated. While Keynes was remodeling his 
currently talked about it in his lectures, in conversation, in the 
es Club” that used to meet in his rooms at King’s. And there was 
ive and take. “‘... I have depended on the constant advice 
nstructive criticism of Mr. R. F. Kahn. There is a great deal in 
which would not have taken the shape it has except at his 
n”’ (General Theory, Preface, p. viii). Considering all the impli- 
ns of Richard Kahn’s article on ‘The Relation of Home Invest- 
Unemployment,” published in the Economic Journal as early 
1931, we shall certainly not suspect those two sentences of 
tatement. Some credit was also given, in the same place, to Mrs. 
Mr. Hawtrey, and Mr. Harrod.* There were others—some 


j 


’s relation to the book can never have been any other than that of an under- 

to a point, sympathetic critic. He never was, of course, a Keynesian. From 

e Treatise, Keynes was a Hawtreyan. Mr. Harrod may have been moving inde 

a goal not far from that of Keynes, though he unselfishly joined the latter’s 

had been raised. Justice imposes this remark. For that eminent economist is in 

f losing the place in the history of economics that is his by right, both in respect 
ism and in respect to Imperfect Competition. Not less do I feel bound to advert to 
claims. It is highly revelatory of the attitude of the academic mind to women 

s excluded from the above-mentioned seminar (at least she was not invited om the 
vhen I addressed it). But she was in the midst of things. Proofs of this are her 
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{ the most promising young Cambridge men among them. And 


all talked. Glimpses of the new light began to be caught by individ 


all over the Empire and in the United States. Students were t] 
A wave of anticipatory enthusiasm swept the world of economists, \\ 


the book came out at last, Harvard students felt unable to wait 
would be available at the booksellers: they clubbed together in or 
speed up the process and arranged for direct shipment of a first pa 


ol copies 
VI 


[he social vision first revealed in the Economic Consequence 


Peace, the vision of an economic process in which investment ms) 
tunity flags and saving habits nevertheless persist, is theoretica 
plemented in the General Theory of Employment, Interest, and M 
Preface dated December 13, 1935) by means of three schedule c 
the consumption function, the efficiency-of-capital function, 
idi preference function.~ These together with the rive! 
nit and the equally given quantity of money ‘‘determine” inco 
ipso facto employment (if and so far as the latter is uniquely dete: 
the former), the great dependent variables to be “explained.” V 


a cordon bleu to make such a sauce out of such scanty material !”° ] 
see how he did it. 
Para iving and Investment” (Economica, February 19 , al cle 
fought rear-guard action covering retreat from the Treatise; and, 
significant of her réle in the evolution of the General Theory, her ‘Theory of Money 
Anal f Output,” published as early as October, 1933, in the Review of Ecor 
Distinctive terr inol g heips to lrive hor e the points al author wishes t 
gh nothing else) justifies the re-naming of hi 
te of return over cost—the priority of which Keynes fully recognized 
ase, liquidity preference, instead of the usual one, hoarding. Consu 
i L ell kK meal g than the Malthu S¢ 
1) e al St to ing t cor n can come tror sing € 
D >t itside of the ¢ i tial a lysl vhich they ca 
( é g. Itis t witl terest to note that Keynes lled his assur 
the mptiona ] elerence nctions Psychological La i 
i has ng device I no te ible meaning i be tacher 
[ eaning as att nes to the l of satiable LI In tl as in 
K es was distinctly ol shioned 
tice to Ke es’s achievement t é ce it to the bare | 
ea then to re these bones as if the e all. Neverth« 
t at ts it! ide to cast his stem into ex 
W.B. Re the nor K d,19 


Int t the Opt m Propensity to Consume,” Economica, February, | 
> Che Stabilit f ] librium,” Econometrica, April, 1941 (with dyna 
ind A. Smithies, ‘‘Process Analysis and Equilibrium Analysis,” 


Janu 1942 i study in the dynamics of the Keynesian schema). In the hands 


H Mir. Keynes ar lr t Theory,” Economeir1 1937; J. 1] 
M yf Mr. Keyt System,” Revie f Econom Febr 

R.H kK the nome Ar ( Lang 
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ondition for simplicity of a model is, of course, simplic 
which it is to implement. And simplicity of vision is in 
genius and in part a matter of willingness to pay the 


the factors that have to be left out of the picture. But 
selves on the standpoint of Keynesian orthodoxy and 
pt his vision of the economic process of our age as the 
whose glance pierced through the welter of surface phe 
he simple essentials that lie below, then there can be little 
his aggregative analysis that produced his results. 
gregates chosen for variables are, with the exception of 
onetary quantities or expressions, we may also speak of 
lysis and, since national income is the central variable, of 
sis. Richard Cantillon was the first, I think, to indicate a 
ema of aggregative, monetary, and income analysis, the 
t by Francois Quesnay in his tableau économique. Quesnay, 
ie predecessor of Keynes, and it is interesting to note that 
aving were identical with those of Keynes: the reader can 
mself of this by looking up the Maximes. It should, how 
| that the aggregative analysis of the General Theory does 
ne in modern literature: it is a member of a family that had 
growing.”? 
further simplified his structure by avoiding, as much as 
plications that arise in process analysis. The exact skele 
s system belongs, to use the terms proposed by Ragnar 
crostatics, not to macrodynamics. In part this limi 
be attributed to those who formulated his teaching rather 
teaching itself which contains several dynamic elements, 
particular. But it is true that he had an aversion to 
d that he concentrated attention upon considerations of 
‘jum. This removed an important barrier to success—a dif 
ition as yet affects economists as the face of Medusa 
thermore, he confined his model—though not always his argu- 
range of short-run phenomena. While points (1) and (2 
emphasized, it does not seem to be realized sufficiently 


IS 


ctly short run his model is and how important this fact 
le structure and all the results of the General Theory. The 
on is that not only production functions and not only 
duction but also the quantity and quality of plant and 


the spirit of Keynesian economics, some ( s presente these 

turned into serious criti s. This is re true F. Modis nl 
tne Theo ol ] erest of M Ex non ri 
rn how far aggregative analysis had progressed before ths 


ory is to read Tinbergen’s survey article in E 


19 
nomeirica, JU 
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equipment are not allowed to change, a restriction which Keynes neve; 
tires of impressing upon the reader at crucial turns of his way (see, ¢, 
p. 114 and p. 295).** 

This permits many otherwise inadmissible simplifications: for jy 
stance, it permits treating employment as approximately proportional 
to income (output) so that the one is determined as soon as the other is 
But it limits applicability of this analysis to a few years at most— per 
haps the duration of the “40 months’ cycle’’—and, in terms of ph 
nomena, to the factors that would govern the greater or smaller utiliz 
tion of an industrial apparatus if the latter remains unchanged. All t}y 
| phenomena incident to the creation and change in this apparatus, that ; 

say, the phenomena that dominate the capitalist processes, are thus excluded 
| from consideration. 

As a picture of reality this model becomes most nearly justifiable 
periods of depression when also liquidity preference comes nearest ‘ 
being an operative factor in its own right. Professor Hicks was therefor 
correct in calling Keynes’s economics the economics of depression. But 
from Keynes’s own standpoint, his model derives additional justificatior 
from the secular stagnation thesis. Though it remains true that he tr 
to implement an essentially long-run vision by a short-run model, | 
secured, to some extent, the freedom for doing so by reasoning (almost 
exclusively about a stationary process or, at all events, a process that 
stays at, or oscillates about, levels of which a stationary full-emp!oym« 
equilibrium is the ceiling. With Marx, capitalist evolution issues int 
breakdown. With J. S. Mill, it issues into a stationary state that work 
without hitches. With Keynes, it issues into a stationary state that 
constantly threatens to break down. Though Keynes’s ‘‘breakdow 
theory” is quite different from Marx’s, it has an important feature in 
common with the latter: in both theories, the breakdown is motivated 

| by causes inherent to the working of the economic engine, not by th 
action of factors external to it. This feature naturally qualifies Keynes s 
theory for the réle of ‘‘rationalizer” of anti-capitalist volition. 
| (4) Quite consciously, Keynes refused to go beyond the factors that 
are the immediate determinants of income (and employment). He hinm- 
self recognized freely that these immediate determinants which ma) 
‘‘sometimes”’ be regarded as ‘‘ultimate independent variables . . . would 
be capable of being subjected to further analysis, and are not, so t 
speak, our ultimate atomic independent elements” (p. 247). This tur 
of phrase seems to suggest no more than that economic aggregates 
rive their meaning from the component ‘“‘atoms.” But there is mort 


*8 Strictly, some change in the quantity of equipment must be admitted, but it | 
ceived of as so small, at any given point of time, that its effect upon the existing in 
structure and its output can be neglected. 
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We can, of course, greatly simplify our picture of the world 
very simple propositions if we are content with arguments 
n A, B,C ..., then D will depend upon E. If A, B, C 
external to the field under investigation, there is no more 
owever, they are part of the phenomena to be explained, 
ng propositions about what determines what may easily 
able and acquire the semblance of novelty without mean 
This is what Professor Leontief has called implicit 

But for Keynes, as for Ricardo,®° arguments of this type 
hasizing devices: they served to single out and by so doing 
particular relation. Ricardo did not say: ‘‘Under present 
ons, as I see them, free trade in foodstuffs and raw ma- 
verything considered, tend to raise the rate of profit.”’ In- 
‘The rate of profit depends upon the price of wheat.’’ 
emphasis on a small number of points that seemed to 
oth important and inadequately appreciated being the 


the General Theory, we find other emphasizing devices besides 


entioned. Two we have noticed already.* Another is what 
t to call overstatements—overstatements, moreover, which 
luced to the defensible level, because results depend pre- 
excess. But it must be remembered not only that, from 
dpoint, these overstatements were little more than means 
non-essentials but also that part of the blame for them 
door: we, as a body, simply will not listen unless a point 
| in with one-sided energy. Granting, for the sake of argu- 
he points in question were actually important enough to 
hammered in, and remembering that the gems of unquali- 
nent do not occur in the General Theory itself but in the 
me of Keynes’s followers, we shall appreciate this method 
what I have described as the sauce. 
ples must suffice. First, every economist knows—if he did 
| not help learning it from conversation with businessmen 
ficiently general change in money wage rates will influence 
same direction. Nevertheless, it was not the practice of 


to take account of this in the theory of wages. Second, every 


hould have known that the Turgot-Smith-J. S. Mill theory 


ng and investment mechanism was inadequate and that, in 


ving and investment decisions were linked together too 
had Keynes presented a properly qualified statement of 


nder that title in the Quarterly Journal of Economics, Vol. 51, pp. 337-51. 
| affinity of Keynes with Ricardo merits notice. Their methods of reasoning 
1 fact that has been obscured by Keynes’s admiration of Malthus’s anti 

by his consequent dislike of Ricardo’s teaching 


— 
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their true relation, would he have elicited more from us than a my; 
to the effect: “Yes ... that’s so... of some importance in certain « 
lical situations. ... What of it?” Third, let any reader look up pages 
165 and 166 of the General Theory—the first two pages of Chapter | 
on the ‘General Theory of Interest.’’ What will he find? He will find ¢) 
the theory, according to which the investment demand for savings a; 
the supply of savings that is governed by time-preference (“wh 
have called the propensity to consume’’) is equated by the rate 
terest ‘‘breaks down’”’ because “‘it is impossible to deduce the rat 
interest merely from a knowledge of these two factors.” Why is t! 
impossible? Because the decision to save does not necessarily imph 
decision to invest: we must also take account of the possibility that 
latter does not follow or not follow promptly. I will lay any odds 
this perfectly reasonable improvement in the tenor of current teac! 
would not have greatly impressed us had he left the matter at t! 
had to be liquidity preference to the fore—and interest nothing but 
reward for parting with money (which cannot be so on the showing 
his own text and so on in a well-known sequence in order to ma 


ake 
sit up. And we were made to sit up to some purpose. For many mor 
us will now listen to the proposition that interest is a purely monet 
phenomenon than were ready to listen 35 years ago. 

But there is one word in the book that cannot be defended on t 
lines—the word ‘“‘general.’’ Those emphasizing devices—even if ¢ 
unexceptionable in other respects—cannot do more than individuat 
very special cases. Keynesians may hold that these special cases are t 
actual ones of our age. They cannot hold more than that.” 

(6) It seems evident that Keynes wished to secure his major res 
without appeal to the element of rigidity, just as he spurned the aid! 
might have derived from imperfections of competition.” There wer 
points, however, at which he was unable to do so, especially the p 
at which the rate of interest has to become rigid in the downwa 
direction because the elasticity of the liquidity-preference demand ! 
money becomes infinite there. And at other points, rigidities sta 
reserve, to be appealed to in case the front-line argument fails to \ 
vince. It is, of course, always possible to show that the economic sys! 
will cease to work if a sufficient number of its adaptive organs are par 
lyzed. Keynesians like this fire escape no more than do other theorist 
Nevertheless, it is not without importance. The classical examp! 
equilibrium under-employment.* 


his has first been pointed out by O. Lange, op. cit., who also paid due respect t 
truly general theory ever written—the theory of Léon Waliras. He neatly show 
latter covers Keynes’s as a spec ial case. 


Che latter factor was, however, inserted by Mr. Harrod. 


** T have sometimes wondered why Keynes attached so much importance to proving 
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ally, advert to Keynes’s brilliance in the forg 
of analysis. Look, for instance, at the skillful use made of 
er or at the felicitous creation of the concept of user cost 
pful in defining his concept of income and may well be 
velty of some importance. What I admire most in these 
¢ nceptual arrangements of his is their adequacy: they fit 
as a well-tailored coat fits the customer’s body. Of course, 
ause of this, they possess but limited usefulness irrespective 
ticular aims. A fruit knife is an excellent instrument for 
He who uses it in order to attack a steak has only himsel! 


nsatisfactory results. 

the General Theory was instantaneous and, as we 
Unfavorable reviews, of which there were many, only 
\ Keynesian school formed itself, not a school in that loose sense 
historians of economics speak of a French, German, Ital 
a genuine one which is a sociological entity, namely, a 
fesses allegiance to One Master and One Doctrine, and 


if 


its esote 


e, its propagandists, its watchwords, ric and 
ctrine. Nor is this all. Beyond the pale of orthodox Ke \ 

a broad fringe of sympathizers and beyond this again 

ho have absorbed, in one form or another, readily or 

e of the spirit or some individual items of Keynesian 

[here are but two analogous cases in the whole history of 
the Physiocrats and the Marxists. 

itself a great achievement that claims admiring recognition 

1 foes alike and, in particular, from every teacher who 


the enlivening influence in his classes. There cannot be any 
nately, that in economics such enthusiasm—and corrt 
strong aversions—never flare up unless the cold steel of 
rives a temperature not naturally its own from the real o1 
tical implications of the analyst’s message. Let us therefore 
at the ideological bearings of the book. Most orthodox 


er his assumptions generally will—be less than f é loyment rfect 
mpetition. For there is such an ample sup] 
the actual unemployment we observe at an t ( 
ice us to wish for more. The question of the é 
t equilibrium of perfect competition, a state that even the 
lassical economist”’ never believed in as a rea no ibt great 
But practically, Keynes should have fared ¢ 
exist in a permanent state of disequilibrium. As it he clear 
exibility of wages in the downward direction stands ré 
juestion itself is the subject of a discussion that sufiers from th¢ 


tinguish between the various theoretical issues involved. But we « 
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Keynesians are “radicals” in one sense or another. The man who rote 
the essay on the Villiers Connection was not a radical in any ordinary 
sense of the word. What is there in his book to please them? In a) 
excellent article in this Review, Professor Wright® has gone so far as ty 
say that “‘a conservative candidate could conduct a political campaign 
largely on quotations from the General Theory.’’ True, but true only ji 
this candidate knows how to use asides and qualifications. Keynes was 
no doubt too able an advocate ever to deny the obvious. To some exten; 
though probably to a small extent only, his success is precisely due ; 
the fact that even in his boldest rushes he never left his flanks quite w 
guarded—as unwary critics of either his policies or his theories are ap; 
to discover to their cost.** Disciples do not look at qualifications. Th: 
see one thing only—an indictment of private thrift and the implications 
this indictment carries with respect to the managed economy and i 
equality of incomes. 

In order to appreciate what this means, it is necessary to recall that 
as a result of a long doctrinal development, saving had come to | 
regarded as the last pillar of the bourgeois argument. In fact, old Ada 
Smith had already disposed pretty much of every other: if we analyz 
his argument closely—I am speaking, of course, only of the ideologica 
aspects of his system—it amounts to all-around vituperation directed 


against ‘‘slothful’’ landlords and grasping merchants or ‘“‘masters”’ plus 


the famous eulogy of parsimony. And this remains the keynote of most 


non- Marxist economic ideology until Keynes. Marshall and Pigou were 


in this boat. They, especially the latter, took it for granted that in 
equality, or the existing degree of inequality, was “undesirable.” But 
they stopped short of attack upon the pillar. 


Many of the men who entered the field of teaching or research in the 
twenties and thirties had renounced allegiance to the bourgeois scheme 


of life, the bourgeois scheme of values. Many of them sneered at the 


* D. McC. Wright, “The Future of Keynesian Economics,” Am. Econ. Rev., Vol. XXX\ 
No. 3 (June, 1945), p. 287. This article, in spite of some differences of opinion, usefully cor 
plements my own in many points into which considerations of space forbid me to enter 

* This is why there is such ample room for that turn of phrase that occurs so often in th: 
Keynesian literature: “Keynes did not really say this” or “Keynes did not really deny that 
In the General Theory most of the explicit qualifications occur in chapters 18 and 19. But the 


only possible reference to all the implicit ones is passim. The logic of the classical system 1s 


not really impugned (p. 278). Even Say’s law (in the sense defined on p. 26) is not complete!) 


thrown out; even the existence of a mechanism that tends to equilibrate saving and investment 
decisions—and the réle of interest rates in this mechanism—and even the possibility that 4 


reduction of money wages may stimulate output is not absolutely denied; though, to be sure 


only in application to very special cases, the validity of the first and the existence of the other 
two are occasionally recognized. Critics are therefore in constant danger of being convictec 


“gross misrepresentation” exactly as unwary critics of Malthus’s first Essay invariably '\ 


into a volley of quotations from the second edition—in which, in fact, Malthus went far toware 
explaining away Malthusianism. But it is impossible to go into all this here. In the article 


quoted, Professor Wright offers instructive examples. 


| 

| 
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tive and at the element of personal performance in the capital- 
But so far as they did not embrace straight socialism, they 
1y respect to saving—under penalty of losing caste in their 
| ranging themselves with what Keynes so tellingly called 
st’s ‘‘underworld.” But Keynes broke their fetters: here, 
was theoretical doctrine that not only obliterated the personal 
| was, if not mechanistic itself, at least mechanizable, but 
| the pillar into dust; a doctrine that may not actually say 
be made to say both that ‘‘who tries to save destroys real 
| that, via saving, “the unequal distribution of income is the 
ise of unemployment.’”*’ This is what the Keynesian Revolu- 
nts to. Thus defined, the phrase is not inappropriate. And 
nly this, explains and, to some extent, justifies Keynes’s 
attitude toward Marshall which is neither understandable 
fable upon any scientific ground. 
gh this attractive wrapper made Keynes’s gift to scientific 
ore acceptable to many, it must not divert attention from 
tself. Before the appearance of the General Theory, economics 
growing increasingly complex and increasingly incapable of 
traightforward answers to straightforward questions. The 
ry seemed to reduce it once more to simplicity, and to en- 
economist once more to give simple advice that everybody 
lerstand. But, exactly as in the case of Ricardian economics, 
is enough to attract, to inspire even, the sophisticated. The 
stem that linked up so well with the notions of the untutored 
ved satisfactory to the best brains of the rising generation of 
Some of them felt—still feel for all I know—that all other work 
” should be scrapped. All of them paid homage to the man 
riven them a well-defined model to handle, to criticize, and to 
to the man whose work symbolizes at least, even though it 
embody, what they wanted to see done. 
ven those who had found their bearings before, and on 
the General Theory did not impinge in their formative years, 
ed the salutary effects of a fresh breeze. As a prominent 
economist put it in a letter to me: “It (the General Theory) 
| does, have something which supplements what our thinking 
thods of analysis would otherwise have been. It does not make 
esians, it makes us better economists.’’ Whether we agree or 
expresses the essential point about Keynes’s achievement 


ely well. In particular, it explains why hostile criticism, even if 


ter all, a glance at pp. 372-73 and 376 of the General Theory will convince anyone 
ictually came pretty near to authorizing both statements. One must be as 
onscientious as is Professor Wright in order to say that he did not actually 


518 THE AMERICAN ECONOMIC REVIEW 


successful in its attack upon individual assumptions or proposit 
is yet powerless to inflict fatal injury upon the structure as a whok 
with Marx, it is possible to admire Keynes even though one may 
sider his social vision to be wrong and every one of his propositi 
be misleading 

I am not going to grade the General Theory as if it were a studen: 
examination book. Moreover, I do not believe in grading economists 
the men whose names one might think of for comparison are too differ 
ent, too incommensurable. Whatever happens to the doctrine, 
memory of the man will live—outlive both Keynesianism and {| 
reaction to it. 


At this I will leave it. Everyone knows the stupendous fight 
valiant warrior put up for the work that was to be his last.** Everyo, 
knows that during the war he entered the Treasury again (1940 
that his influence grew, along with that of Churchill, until nob 
thought of challenging it. Everyone knows of the honor that has | 
conferred upon the House of Lords. And, of course, of the Keynes | 
| Bretton Woods, and the English loan. But these things will hay 
engage some scholarly biographer who has all the materials ai 
disposal 
*8 His last great work, that is. He wrote many minor pieces almost to his dying day 


RGINAL ANALYSIS AND EMPIRICAL RESEARCH 


By Fritz MAcHLup* 


tics of ‘‘conventional” economic theory from time to time 
at the general acceptance of marginalism and at “the 

the textbook writers in the validity of the marginal 
They disapprove of allowing the principle of marginalism to 
le of a fundamental postulate in the teaching of economics. 


ism Implied in the Economic Principle 
itics would probably revolt against all those definitions of 
which contain marginalism as an implicit criterion. Mar 
as the logical process of “finding a maximum,” is clearly 
the so-called economic principle—striving to achieve with 
ns a maximum of ends. 
ics in a narrow sense is confined to such aspects of conduct as 
plained with reference to the principles of maximizing satisfa 
me, or profit. Under definitions of this sort any deviations from 
nal principle would be extra-economic. Yet, to refuse to deal 
type of business conduct that cannot qualify by the strict 
is of marginalism may justly be regarded as a lazy man’s excuse. 
types of business conduct can be found in reality with regu 
| consistency, it is undoubtedly desirable to analyze them 
ss of their ‘economic rationale.’’? And if some of these allegedly 
nomic’? aspects of conduct can be explained within the con 
framework of economics, one may prefer definitions which 
havior types not strictly subject to marginal analysis among 
r subject matter of economic theory. 


ition of Business Behavior 

gnize the study of certain types of merely “traditional”’ con- 
egitimately within the province of economic theory is one thing; 
her to accept as correct the interpretations of business behavior 
by the critics of marginal analysis. Unable to see how marginal 
s can be applied to their material, these critics have concluded 
irginalism should be discarded. It can be shown, however, that 


r is professor of economics at the University of Buffalo 


\. Lester, “Shortcomings of Marginal Analysis for Wage-Employment Prob- 


on. Rev., Vol. XXXVI, No. 1 (Mar., 1946), p. 63 


n that “if an economist finds a procedure widely established in fact, he 
gard it with more respect than he would be inclined to give in the light of his own 
hod.” R. F. Harrod, “Price and Cost in Entrepreneurs’ Policy,” Oxford Economic 


2 (1939), p. 7 
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the alleged ‘“‘inapplicability” of marginal analysis is often due to a faily; 
to understand it, to faulty research techniques, or to mistaken jp. 
terpretations of ‘‘findings.”’ 

This is not to deny that a goodly portion of all business behavior may 
be non-rational, thoughtless, blindly repetitive, deliberately tradition, 
or mot vated by extra-economic objectives. But the material thus fa, 
presented as the result of empirical research has not proved what the 
analysts intended to prove. In some instances their findings were th: 
result of careful research, based on a thorough knowledge of economi 
theory, but their interpretations were still questionable. In other ip. 
stances the whole approach of the research project was so faulty that 
the findings as well as the interpretations are all but worthless except as 
targets for critical discussion. 


I, MARGINAL ANALYSIS OF THE SINGLE FIRM 

Any attempt to “test’’ marginalist theory through empirical researc! 
presupposes full understanding cf the theory. It is necessary to kn 
precisely what the theory says, what it implies, and what it intends 
do. Since it has been developed gradually over a period of more than a 
century,® it will not suffice to take any particular writer as one’s a 
thority or any particular exposition as one’s text. Earlier versions lack 
the necessary refinements and methodological foundations; later 
formulations often take for granted necessary assumptions or qualifica 
tions made in previous expositions. To criticize the theory because o! 
the errors and omissions in any treatise, however representative, is un 
fair. 

The following statement of essential elements in the marginalist 
analysis of the single business firm attempts merely to give major 
emphasis to points often overlooked or misunderstood. 


The Determination of Output and Employment 


The theory of the “equilibrium of the single firm”’ is not as ambitious 
as is often believed. It does not attempt to give all the reasons why 4 
given firm makes the type or quality of product which it makes; why it 
produces the output that it produces; why it employs the workers that 
it employs; or why it charges the prices that it charges. It is probably an 
understatement of the importance of the historical situation when Hall 
and Hitch modestly remark: “There is usually some element in th 
prices ruling at any time which can only be explained in the light o! 
the history of the industry.”* The phrase “usually some element” does 

* Cournot was among the earlier expositors of marginal analysis of the single firm. 


‘R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Oxford Economu 
Papers, No. 2 (1939), p. 33. 
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tice to the part played by historical antecedents in the deter- 
product, output, employment, and prices. The réle of the 
g the actual conditions under which the firm operates, in 
« the routine of its responses to changes in conditions, and ir 
it with experiences which have taught it to size up and 
these changes as the basis for its decisions—this réle is by no 
lenied by marginal analysis. The réle of the past in the process 
ing the present to the anticipated future is essential in all 
human conduct. It is implied in the very attempt of construct- 
ittern of behavior of the single firm. 
| of giving a complete explanation of the “determination” of 
prices, and employment by the firm, marginal analysis really 
to explain 4. effects W hich. certain changes i in conditions may 


P rices? to increase output? to reduce employment? What 

y influence the firm to continue with the same prices, out- 
yment, in the face of actual or anticipated changes? Economic 
static as well as dynamic, is essentially a theory of adjustment 


The concept of equilibrium is a tool in this theory of change; 
al calculus is its dominating principle 


Lich’ 


A. Marginal Revenue and Cost of Output 
y of Cost and Revenue 


oposition that the firm will attempt to equate marginal cost 
ginal revenue is logically implied in the assumption that the 
attempt to maximize its profit (or minimize its losses). It 
ardly be necessary to mention that all the relevant magnitudes 
i—cost, revenue, profit—are subjective—that is, perceived or 
the men whose decisions or actions are to be explained (the 
ss men)—rather than “objective’—that is, calculated by 
rested men who are observing these actions from the outside and 
aining them (statisticians and economists as theorists—not as 
ltants). 
arginal cost that guides the producer is the addition to his total 
ch he expects would be caused by added production. An outside 
rver, if he had expert knowledge of the production techniques and 
sight into the cost situation of the producing firm, might arrive at 
rent, “objective”’ figure of the firm’s marginal cost; but what the 
ver thinks is not necessarily the same as what the producer thinks. 
ducer’s actual decision is based on what he himself thinks; it is | 
n ‘“‘subjective” cost expectations. 
One may perhaps assume that the producer is intensely interested in 
ng his cost and that, in general, he has the experience which 
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quite narrow. Rarely will a business man bother pondering the proba 


| 


cn 
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enables him to know it. Yet, one must not assume that all prody 
‘‘really”’ know their cost in the sense in which an efficiency expert w 
determine it; several of them may lack the interest or experience: ¢} 

ay not find it worth their while to dig too deeply into the mysteries 
their business. (After all, we know that there are good business men 
bad, and that the majority is somewhere between good and bad.) By; 
this does not invalidate the proposition that the producer is guided | 
marginal cost.° 

The same thing is true with regard to price expectations and sale; 
expectations. It is the ‘demand as seen by the seller” from which his 
revenue expectations stem. The increase in demand which is relevant i; 
the analysis of the firm need not be ‘the real thing’’; it may preced 
‘“‘actual”’ increase in demand, lag behind it, or be entirely imagina 
lhe business man does what he does on the basis of what he thin! 
regardless of whether you agree with him or not. 

Marginal analysis of the firm should not be understood to imply a: 
thing but subjective estimates, guesses and hunches. 

The Range of Price and Output Variations 

Beginning students of economics who watch their instructor dra 
demand and cost curves covering half the blackboard may be n 
into believing that the business man is supposed to visualize the | 
sibilities of producing and selling amounts of output ranging f: 
almost zero up to two or three times the amounts that he is current 
producing and selling; that the business man is supposed to figure « 
how much he might be able to sell at prices several times as high as th 
current price, and how much at prices only one-half or one-third as hig 
The curve draftsman, indeed, seems to ascribe extraordinary powers 
imagination to the business wizards. 

Misunderstandings of this sort, and erroneous criticisms of margina 
analysis, could be avoided if it were made clear to the students that 1 
length of the curves, i.e., the wide range they cover, was chiefly design 
to enable those in the back rows of the class room to make out what g 
on on the blackboard; and to permit them to practice curve analys 
without using magnifying glasses. The range of possibilities—prices 


sales, outputs—which a business man may have in mind is probal 


effects of a price increase or cut by 50 per cent; but he may easily t! 
about what a 10 or 15 per cent price change might do to his sales; 
what discount it might take to land some additional orders. 

The principles of analysis are not altered by the realization that | 


‘One may wish, of course, to qualify any social implications of the proposition o: 
subjective character of the relevant cost data is recognized. 
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ves which business men weigh concerning prices or production 


a much more moderate range than the curves which 
mics draw to depict the pattern of marginal calculus 


Range of Antictpations 


the known attempts to derive statistical cost curves from 
ta—which of necessity refer to conditions of the past—it 
nention that the marginal cost and marginal revenue 
analysis of the equilibrium of the firm refer to expecta- 
conditions. To be sure, past experience is always in the 
anticipations of the future, and past accounting records 
firm point of departure for evaluating prospective and 
cost and revenue figures. But anticipations alone are the 
bles in the marginal calculus of the-fhirm. 
time-range of the significant anticipations? How far into 
lo they reach, and what period, if any, is given special 
Is tomorrow more important than next year or several years 


++} 


the “short run” or the “‘long run’’ which controls current 


TQ 


wishes to increase production, it usually has a choice of 
the equipment and productive capacity of its plant or of 
p the output of the existing plant with unchanged equipment. 
tive capacity is already well utilized, the marginal cost of 
rger outputs will be higher in the existing establishment 
red equipment than in an establishment with adjusted, 
pment. If several degrees of adjustment in the productive 
re possible, several marginal cost functions will be “given” | 
ferent outputs will be “the equilibrium output” under ‘ 
expectations. 
with these problems economists have made the distinction 
the “short period,” assuming no adaptation of equipment, and 
s period,’’ assuming complete adaptation of equipment. Stu 
believe that the latter period is called “long” because it 
ng time to expand the plant. This need not be the case. A better 
nding of the concepts might be achieved by associating the 
nned plant adjustment with the length of time for which 
nged production volume is expected to be maintained. If an in 


emand is expected to prevail for a short period only, it will not 
nvest in plant expansion, and “short-run cost” will determine 
On the other hand, if demand is expected to continue at the 


evel for a sufficiently long period, an expansion of the establish 
be considered a profitable investment, and “long-run cost”’ 
termine output. Needless to say, many intermediate periods, that 
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is, several degrees of plant adjustment with different marginal cog; 
conditions, may exist. 

On the basis of this reasoning one will recognize it as a misunder. 
standing to argue that short-run cost is of controlling influence on the 
ground that we always live and work in the short period. The duratig 
for which demand conditions are expected to prevail will determine the 
relevant ‘“‘period” of cost anticipations. Of course, this relevance js 
again subjectively determined, not by the “objective” judgment of the 
economist. 

The time-range of the anticipations with regard to the demand and 
selling outlook is subject to similar considerations. It is a mistake 
think that the reevant “period” for demand and marginal revenue 
expectations is determined by the length of time it takes for today’s 
production to reach the market.® If a price reduction is apt to spoil the 
market for a long time to come, or a price increase to harm customer 
loyalty, the effects on future profits will hardly be neglected in con- 
sidering current actions. If a firm were to regard a certain price chang 
as a desirable step for the time being, but feared that a later reversal 
might be difficult or costly, it would weigh this anticipated future cost 
or loss against the short-run benefit. 

Anticipations of this sort, complementary or competing with on 
another, are not exceptions to marginal analysis but are part and parce 
of it. To be sure, when an instructor teaches graphical analysis, he will 
do well to abstract from complicated cost and revenue anticipations and 
to concentrate on those that can be neatly packed away in geometri 


curves. 


revenue 


Wher 


The Numerical Definiteness of the Estimates 

The geometric curves and arithmetic schedules by which the instructor 
presents marginal cost and marginal revenue of the firm seem to leay 
no room for doubt that these anticipations take the form of estimates 0! 
definite numerical values. While this may be necessary for teaching 
purposes, it should not mislead the student into believing that ever) 
action of the business man is in fact the result of a conscious decision, 
made after careful calculations of differential revenue and cost. 

Business men do not always ‘‘calculate’’ before they make decisions 
and they do not always “decide” before they act. For they think that 
they know their business well enough without having to make repeated 
calculations; and their actions are frequently routine.’ But routine |s 
based on principles which were once considered and decided upon and 
have then been frequently applied with decreasing need for conscicus 

® Richard A. Lester, Economics of Labor (New York, 1941), p. 181. 


7 See George Katona, “Psychological Analysis of Business Decisions and Expectations,” 
Am. Econ. Rev., Vol. XXXVI, No. 1 (Mar., 1946), p. 53. 
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feeling that calculations are not always necessary is usu- 
pon an ability to size up a situation without reducing its 

; to definite numerical values.*® 
ss man who is persuaded to accept a large order with a 
nt or some other concession usually weighs the probability 
have to make the same concession to his other customers. 
of the business man’s considerations included in the “calcula- 
arginal revenue. In order to explain this to the student, or to 
to curves and schedules, the ecor. ~ics teacher makes “exact” 
ns; in order to make up his mind whether to take or reject the 
business man ordinarily needs no arithmetic, mental or writ- 
indeed needs no concrete figures. Yet his reasoning or his 
behavior is most conveniently analyzed in terms of marginal 


Where the marginal revenue is negative, that is to say, where gross 
ts after accepting the additional order (with the price concession) 
maller than without it, no further consideration is necessary. 
dollar volume of sales can be increased by accepting the order 

full account of all repercussions on future marketing possi- 
the business man must take another step in his reasoning: will 
ake more sales in view of the additional cost of producing the 
put? If conditions have not changed, he will not have to make 
ations; if changes have occurred or are expected, some figuring 
required. But it is a type of figuring for which usually no ac- 
records are consulted, no memoranda prepared and of which no 

ire made. Often the business man can do this “figuring”’ in his 
not, he may take a piece of scrap paper, jot down a few round 

rs, reach his conclusion, and throw the paper in the waste basket. 
theorist’s contention that such reasoning is typically based either 
tional cost or on total cost—and hence most conveniently 
ed in terms of marginal cost—is contradicted by certain empirical 
rs who claim that most business men calculate on the basis of 
cost even if they lose money by doing so. With this contradic- 


shall deal later. 


uniary Considerations 
iarginal analysis of the equilibrium of the single firm rests on the 
tion that the business firm attempts to maximize its profits. To 
g the difference between “routine behavior” and “genuine decisions,” Dr. Katona 
regard to routine actions that “principles, well understood in their original con- 
be carried over from one situation to another.” Jbid., p. 49. Genuine decisions are 
n expectations “‘change radically.” Ibid., p. 53. 
gh I do not know either the width or length of my automobile, I am quite capable 
adequate comparisons between these magnitudes and the space between two parked 
h I estimate again without thinking of feet, inches, or any numbers. 


bh 
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make this assumption is not to deny that the men who run a busines: 
may be motivated also by other considerations. ; 

That a business man is motivated by considerations other than th. 
maximization of money profits does not necessarily make his condy 
“uneconomic.” The economic theorist finds no difficulty in fitting int 
the pattern of “economic” conduct (that is, into the conceptual schem: 
of consistent maximization of satisfaction within a given preferenc: 
system) the householder and consumer who makes donations to friends 
or the church; or the seller of labor services who chooses a badly-paying 
but less strenuous job in preference to one that pays more but calls {o; 
more exertion. Likewise, there is nothing essentially ‘‘uneconomic” 
the conduct of a business man who chooses to pay higher prices for ray 
material purchased from a fraternity brother, or to sell at a specia 
discount to members of his church, or who refrains from embarking on a 
promising expansion of his business because he prefers an easier life 

There are economic theorists who would include considerations 
this sort among the data for the marginal calculus of the firm. T! 
satisfaction from favoring his friends through higher purchase prices or 
lower selling prices is a special reward or “revenue’’ to the business mar 
he may ask himself how much it is worth to him, and we may 
ceivably add it to his revenue curve. To give up an easier life, expend 
greater efforts and increase his worries are among the business man’s 
“costs” when he considers an expansion of his business; we may con 
ceivably add it to his “cost”? curve. Any number and type of non 
pecuniary sacrifices and rewards could thus be included, at some sort 
“money equivalent,’ among the costs and revenues that make up th 
profits of the firm: the marginal calculus of the firm would become a 
inclusive. 

It seems to be methodologically sounder if we do not reduce the nor 
pecuniary satisfactions and dissatisfactions (utilities and disutilities 
the business man to money terms and do not try to make them part 
the profit maximization scheme of the firm. If whatever a business mat 
does is explained by the principle of profit maximization—because he 
does what he likes to do, and he likes to do what maximizes the sum 0! 
his pecuniary and non-pecuniary profits—the analysis acquires th 


character of a system of definitions and tautologies, and loses much 0! 


its value as an explanation of reality. It is preferable to separate th 


non-pecuniary factors of business conduct from those which are regular 


items in the formation of money profits. 


This methodological controversy is not too important. Not muci 
depends on whether non-pecuniary considerations of the business man 
are translated into money terms or, instead, treated as exceptions and 


qualifications in the explanation of typical business conduct. The pur 
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inalysis of the firm is not to explain all actions of each and J 
existence; we are satisfied if we can explain certain strong 
es in a representative sector of business. The chief aim of the 
oreover, is to show the probable effects of certain changes; if 
in which output or price is likely to move as a result of a 
nge in ‘‘data’”’ is not affected by the existence and strength of 
y factors in business conduct, their inclusion in or exclusion 
irginal analysis of the firm is not a crucial matter. 
itter of fact, the nature, strength and effects of non-pecuniary 
ns in business behavior are problems that need to be in- 
One may presume that producing larger production volumes, 
cher wage rates, or charging lower product prices than would 
ble with a maximum of money profits may involve for the 
a gain in social prestige or a certain measure of inner satis- 
It is not impossible that considerations of this sort sub- 
weaken the forces believed to be at work on the basis of a 
iniary marginal calculus. 


g the war we were able to observe that patriotism was a strong 
the production policy of American business. There can be no 
many firms produced far beyond the point of highest money 
lo be sure, they made large profits, but in many instances they 

made still more money without the last, particularly ex- 
ortions of output. Their conduct was not defined by the 
maximization of meney profits.” 


er of the possibly important qualifications in the analysis of the 


+ 


s to the conflict of interests between the hired managers and 
; of the business. The interest of the former in inordinately 
ys or investments may be capable of description in terms of a 


social prestige may sometimes increase the good will of a firm on which it expects 
If such a gain is an aim of the firm’s policy, it should be treated as a part of 
considerations. For example, a firm may grant extraordinarily high wage rates as 
ts selling and advertising expense; that is to say, it may hope that its “‘generous labor 
make its products more popular. A portion of current labor cost of the firm would 
perly be allocated to future rather than current output 
ince of laws and regulations presents a special problem for the analysis of business 
It will depend on business morals whether prohibited, unlawful alternatives may be 
lefinitely excluded and therefore non-existent; or whether they may be considered 
ities subject only to certain peculiar risks. Assume, for example, that a price ceiling 
the sale of a product, and fines are provided for violations. To the business man who 
tionally law-abiding the ceiling price is the only possible price, regardless of how 
tly some of his customers may tempt him with higher bids. To the business man, how- 
abides by the law only because of the risk of being found out and fined, “demand 
ove the ceiling are real possibilities and the risks of penalties are additions to cost or 
ns from revenue. If the sanctions for violations include jail sentences, the risk becomes 
n-pecuniary and it is up to the potential violator, or to the theorizing economist, 
r not that risk will be “converted” into money terms. Black-market prices are in 
result of such risk conversions. 
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pecuniary calculus, but it is not maximization of the firm’s profits whic} 


serves here as the standard of conduct. Maximization of salaries 2, 


bonuses of professional managers may constitute a standard of busine« 
conduct different from that implied in the customary marginal analys: 
of the firm. The extent to which the two standards would result ;; 
sharply different action under otherwise similar conditions is anothe; 
open question in need of investigation. At this juncture we know on) 
that a qualification must be made. How much it may modify the results 


of marginal analysis of the single firm we do not know. 


B. Marginal Productivity and Cost of Input 
The Firm, the Industry, the Economy 


Marginal productivity has different meanings in the equilibriun 
theories of the single firm, the industry, and the whole economy. In th 
theories of demand for particular “factors of production” (productiy 
services) by the industry or economy as a whole marginal productivi 


analysis is of another methodological character than in the theory o’ 


factor employment by the individual firm: the level of abstraction a: 
the frame of reference are different. 

In this article we are concerned only with the analysis of the sing 
firm. Like marginal product cost and marginal revenue in the theory 
the firm’s output, marginal factor cost and marginal productivity ar 
the variables in the theory of the firm’s input. 


Determination of Input and Output 


In a sense, the determination of input on the basis of factor cost and 


factor product is merely the reverse side of the determination of output 


on the basis of product cost and revenue. In the former, the cost of and 


revenue from employing additional factors are balanced; in the latte: 
the cost of and revenue from producing additional product are balanced 
Before we draw curves for the cost of production of a good, we must 
assume that the supply curves of the factors of production are know: 
because the buying prices of factors are among the things that make y 
production cost. Before we draw curves for the revenue productivity o! a 
factor we must assume that the demand curves for the products mai 
with the help of this factor are known, because the selling prices 0! 
products are among the things that make up factor productivity. Hence, 
in each pair of curves one of the curves comprises the data shown in one 
curve of the other pair. 

The interrelationship between the four curves (or functions) can bi 
shown schematically as follows: 
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Determination of input 
Productivity of factor 
: 
roduct Demand for product 


Determination of output 


et of data, the production function, showing the technological 
ation of factors into products, is implied in both pairs of 
the analysis of output it is among the data determining the 
luction; in the analysis of input it is among the data deter- 
productivity of the factor.” 
arks should make it clear that neither of the two analyses 
the other. They are of strictly equal rank, merely two ways 
at the same thing, namely, the conduct of a single firm maxi- 
; The only difference is that the significant magnitudes 
alysis are, on the one side, units of factors (such as labor hours) 


other side, units of product. 
farginal Net Revenue Productivity 
we speak in the analysis of the firm of “‘marginal productivity” 


r, this is an abbreviation for longer but synonymous expres- 
ch as “marginal value productivity” or “marginal net revenue 


following steps are pedagogically expedient in explaining the 
pt of marginal net revenue , Productivity 
Determine by how much a given physical volume of production, 
X, is increased if the employment of a particular factor is in- 
reased slightly (e.g., by one unit), and call the output increase 
the factor’s “marginal physical product,” MPP. 
Determine the selling price, P, at which MPP can be sold. 
Multiply MPP by P in order to obtain the “value of the marginal 
product,” VMPP. 
Determine whether X, because of the sale of MPP, has to be sold 
1 price lower than it would sell if MPP were not sold; if so, 
ultiply this price reduction, AP, by X, and obtain the ‘“‘revenue 
ss on sales because of price cut,”’ X AP. 
s that the customary analysis lacks elegance. Production cost and factor pro- 
ire “derived” rather than “original” data. One could do more elegantly with only 
f data: (a) the possibilities of buying productive services (the factor supply func- 
the possibilities of transforming them into products (the production function), and 
ilities of selling the products (the product demand function). 
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Deduct X AP from VMPP in order to obtain the “marginal 
gross revenue product,” MGRP. 

6) Determine whether the production of MPP was connected with 
increased or decreased outlays for any other complementary or 


substitutable means of production (materials, fuel, lubricants \ 
labor of any sort, capital funds, wear and tear of equipment, et 
exclusive of the factor in question, and call them (positive or 
negative) “incidental expenses,” AC. 
7) Deduct AC from MGRP in order to obtain the “marginal net 
revenue produet,-1 RP. 
The use of the word “revenue” as an adjectival modifier is preferred 
by many writers in order to stress (a) the distinction between physical 
product and money product, and (b) the fact that marginal revenue is ’ 


less than selling price if it takes a price cut to dispose of additional out 
put. The use of the word “net” is preferred in order to stress the fact 
that additional output will rarely be produced efficiently by increasing 
the employment of one particular factor while leaving all other outlays 
unchanged; as a rule, some other adjustments will be appropriate. That 
“marginal productivity” refers regularly to a net revenue product has 
been clear to economic theorists for over fifty years. 


Technology, Market and Supply Conditions 


The marginal net revenue product of a factor, at some level of en 
ployment, becomes zero or negative. This may be due to technological 
difficulties—shown in step (1) of the above scheme—or to difficulties 
marketing—shown in step (4)—or to difficulties with other supplies an 
expenses—shown in step (6). 

On the other hand, it is possible that both the marginal physica 
product and the marginal gross revenue product are zero and, neverth 
less, the marginal net revenue product is positive. This will be the cas 
if additional units of factor are used only to secure “incidental reductions 
in expenses” for other means of production (i.e., substitution) rather 
than an increased production volume. For example, an additional w 
skilled laborer may be employed as another watchman to reduce th 
“use” of certain materials which are in heavy demand outside of th 
plant. Or he may be employed to dust or cleanse certain valuable equip- 
ment and thus reduce outlays for repairs or replacements. Substituti 


‘8 F.g., “the net product . . . is the net increase in the money value of . . . total output alter 
allowing for incidental expenses.” (Alfred Marshall, Principles of Economics, 8th Editiot 
521.) For a more detailed discussion of the concept, see my essay, “On the Meaning of th 
Marginal Product,” Explorations in Economics, Contributed in Honor of F. W. Taussig (N 
York and London, 1936), pp. 250-63. 
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t is nearly always possible“ and will usually make for positive 
| net revenue productivities even where marginal gross revenue 
s are negative because of limitations in the demand for the 


rginal productivity reflects all sorts of technological possibilities. 


ased amount of the factor may be used (a) for reducing other 
hout increasing total output (substitution in the narrow 

‘increasing total output with no or few adjustments in the 
factors (substitution in a wider sense), and (c) for increasing 
t with corresponding increases in the use of other factors 

long-run adjustments, possibly without any substitution). 
case the incidental expenses will certainly absorb the major 


» marginal gross revenue product. 


Marginal productivity reflects also all possible situations in the 


the product. If demand is completely inelastic beyond a 
that is, if additional output is not saleable at all, the 
arginal productivity is not any worse than if larger outputs 


irketed at severely reduced prices. For whenever the elasticity 
| is less than unity, gross revenue from larger outputs would 


n from smaller outputs. Hence, the marginal gross revenue 
factor would become negative. Possibilities of landing 


til 


orders at a price discount but without affecting the rest of 
that is, possibilities of price discrimination) would show in 
it no deduction for revenue loss would have to be made from 
the marginal physical product. Whatever views the firm 
concerning the market for its product are fully reflected in 
ginal productivity of the factors employed. 
Marginal productivity, finally, reflects all possible conditions of 
plementary and substitutable factors. Extreme scarcity of 
tary factor may cause a most rapid decline in marginal 
y. Increased supply of a substitutable factor may drastically 
the whole marginal productivity schedule. 
Vi the conditions of supply of complementary and substitutable 
e among the data determining the marginal productivity of a 


factor of production, the conditions of its own supply are 
; a separate matter. The “incidental expenses”’ of increased 


of fixed coefficients of production sometimes affords convenient and per 
itions of analysis. But in actual fact, substitution is a practical possibility in 
tion. Beginners sometimes think that substitution of labor for capital must 
ng of machines and shifting of their functions to hand labor. Better care or 
wk for equipment, postponing the need for replacement, constitutes a clear 


n of labor for capital. Increased utilization of plant capacity with increased 
Jutput also raises the ratio of labor to capital and is another form of substitu- 


~ 
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err ployment of the factor do not include any of the cost of that factor 
The cost of the factor itself is not a part of its marginal net productivity 
but, instead, is the counterpart with which a balance is sought. 


Marginal Factor Cost 


Where the supply of the factor is perfectly elastic at a given point 
that is, where the firm may be able to employ an additional amoun; 
without having to pay for it a higher price per unit, the “marginal factor 
cost” is equal to the price of the factor (wage rate). If, however, by 
purchasing or employing more of a factor the firm bids up the price not 
only of the additional units of the factor but also of the units previous) 
err ployed, this increase in outlay is a part of the cost of the additional 
er ployment. The additionally employed factors would cost the firm 
not only what they themselves are paid but also the incidental increase 
in the pay of their fellow factors. 

Marginal factor cost, in other words, is the total increase in payment 
for the particular type of productive service: it consists of (1) the pric 
(wage) paid to the additionally employed, and (2) the price increas: 
(wage increase) paid for the amount of services employed before th 
addition. In the case of labor, these increases may be due to union actio 
anticipated because of the increased demand for labor, or to the im 
possibility of discriminating against older employees when new ones cai 
be attracted only at higher rates of pay. 

In considering any increase in employment the employer will ask him 
self whether the additional services will “pay for themselves,” that is 
what they will cost him and what they will be worth to him. This is all 
that the economist means when he says that the employer, maximizing 
his profits, equates marginal factor cost with marginal productivity. 


Monopoly, Monopsony, Discontinuities 


Neither the existence of monopoly nor of monopsony need invalidat: 
the proposition that the firm will equate marginal productivity anc 
marginal cost of input. For any degree of moncpoly is fully reflected in 
marginal net revenue productivity, and any degree of monopsony 1s 
fully reflected in marginal factor cost.” 


‘8 To be sure, there may be a large difference between the price of the factor and the value \ 
its marginal physical product. This difference is due to (a) the reduction in product price that 
the firm must grant to its customers in order to dispose of an increased output and (b 
increase in factor price that the firm must grant to its suppliers or employees in order to a 
quire an increased input. These two parts of the spread between the price of the factor and the 
value of its marginal physical product have been called (a) “monopolistic exploitation” an¢ 
(b) “monopsonistic exploitation” of the factor. These terms, misleading in several] respects, are 
merely to remind the student of the fact that the spread would not exist if the firm were (4) 


selling its products under pure competition and (b) buying its factors under pure competitiol 
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iity of the marginal productivity and marginal factor cost 
wever, may make it impossible for the two magnitudes to be 
If marginal factor cost at a certain level of employment is below 
roductivity but would be above it at the next higher possible 
mployment, the firm will stop short of the latter. Moderate 
‘marginal cost below revenue” to “marginal cost above 
are nothing unusual in arithmetic illustrations; in geometric 
; they occur only under special assumptions. 

r example, marginal net revenue productivity may precipitously 
. given employment if the product is sold under certain oligopoly 
ns (involving high elasticity of demand in the case of a price 
rease and low elasticity in the case of a price reduction") and if the 
s not easily substitutable for other factors. The marginal factor 
rve might intersect this marginal productivity curve in its vertical 
Likewise, marginal factor cost may precipitously rise at a given 
nent if the factor is bought or hired under certain oligopsony 
s (involving high elasticity of supply in the case of a reduction 
factor price and low elasticity in the case of a raise.’’) The marginal 
tivity curve might intersect this marginal factor cost curve in its 
portion. Under such circumstances the firm would be in equilib- 
with its profits maximized, at a volume of input (employment) at 

arginal factor cost is below marginal productivity. 


Subjectivity, Range, Concreteness 

Almost everything that has been said in earlier sections concerning 
eaning of marginal revenue and marginal cost of output holds 
mutatis mutandis, in regard of the meaning of marginal produc- 
and marginal cost of input. More specifically, we should emphasize 


the concepts are to be understood as referring to subjective _ 
ites and conjectures; 

the range of imagined variations of the magnitudes in question 
be rather narrow; 

the time-range of the relevant anticipations will depend on the 
stances of each case and will rarely be confined to the short run; 
the estimates need not be reduced to definite numerical values; 
non-pecuniary considerations may effectively compete with those 
taining to the maximization of money profits. 

It is probably unnecessary to expatiate again on these points in con- 
with marginal productivity analysis. Only on the subject of 
nder such oligopoly conditions the firm will maximize profits at a volume of output at 
irginal revenue is above marginal cost. 

sony in the labor market is probably not as frequent as oligopoly in the product 
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numerical definiteness does further discussion seem advisable, especial); 
in view of what was said above about the concept of marginal pe; 
revenue productivity. The process by which this magnitude may }, 
derived, involving seven separate “‘steps” and at least as many variabl 5 
is rather formidable. If this analytical pattern were taken as a realist) 
description in photographic likeness of the actual reasoning of th: 
typical employer, the employer would have to be endowed with talents 
which only few possess in reality. 
An analogy may explain the apparent contradiction. 


The “Extreme Difficulty of Calculating” 


What sort of considerations are behind the routine decision of th 
driver of an automobile to overtake a truck proceeding ahead of him at 
slower speed? What factors influence his decision? Assume that he i: 
faced with the alternative of either slowing down and staying behind th 
truck or of passing it before a car which is approaching from the opposit: 
direction will have reached the spot. As an experienced driver he some 
how takes into account (a) the speed at which the truck is going, (b) th 
remaining distance between himself and the truck, (c) the speed at 
which he is proceeding, (d) the possible acceleration of his speed, (e) th 
distance between him and the car approaching from the opposite dir 
tion, (f) the speed at which that car is approaching; and probably als 
the condition of the road (concrete or dirt, wet or dry, straight or wind 
ing, level or uphill), the degree of visibility (light or dark, clear or foggy 
the condition of the tires and brakes of his car, and—let us hope—his 
own condition (fresh or tired, sober or alcoholized) permitting him t 
judge the enumerated factors. 

Clearly, the driver of the automobile will not ‘‘measure”’ the variables 
he will not ‘‘calculate” the time needed for the vehicles to cover th 
estimated distances at the estimated rates of speed; and, of course, non 
of the “‘estimates”’ will be expressed in numerical values. Even so, with- 
out measurements, numerical estimates or calculations, he will in a 
routine way do the indicated “‘sizing-up” of the total situation. He wil 
not break it down into its elements. Yet a “theory of overtaking 
would have to include all these elements (and perhaps others besides 
and would have to state how changes in any of the factors were likel) 
to affect the decisions or actions of the driver.’ The “extreme diff 
culty of calculating,’’® the fact that “it would be utterly impract 

cal’”?° to attempt to work out and ascertain the exact magnitudes of the 
‘8 Very cautious drivers are apt to work with so wide safety margins that small changes 1! 


the ‘‘variables” may not affect the actions. Timid souls may refuse to pass at all when another 
car is in sight. 
19 Lester, Am. Econ. Rev., Vol. XXXVI, No. 1, p. 72. 


2° Lester, ibid., p. 75. 
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hich the theorist alleges to be significant, show merely that 
ition of an action must often include steps of reasoning which 

lividual himself does not consciously perform (because the 
become routine) and which perhaps he would never be able 


lan 


scientific exactness (because such exactness is not neces 

ryday life). To call, on these grounds, the theory “‘invalid,”’ 

stic’ or “‘inapplicable”’ is to reveal failure to understand the 
\dological constitution of most social sciences. 

e an empirical researcher attempting to test by a naive ques- 

method the “theory of overtaking,’ questioning hundreds of 

ut their ability to estimate distances and speed, and to cal 

relevant time intervals and the degrees in which a small 

ny one of the variables affected the result. Would he not 

the most hopeless assortment of answers? Would not these an- 

support the conclusion that the assumptions of the theorists had- 

ind that one must look for other explanations? Yet I can 

believe that any sensible person would deny the relevance of the 

variables and would contend, for example, that speed and 

he approaching automobile could not have been taken into 

the driver passing the truck, because he was not good in 


mn is of Change Needs No Exactness 
ness man who equates marginal net revenue productivity 
rginal factor cost when he decides how many to employ need 
in higher mathematics, geometry, or clairvoyance. Ordi- 
vould not even consult with his accountant or efficiency 
order to arrive at his decision; he would not make any tests or 
culations; he would simply rely on his sense or his “‘feel’’ of the 
[here is nothing very exact about this sort of estimate. On 


{ hundreds of previous experiences of a similar nature the 
ess man would “just know,” in a vague and rough way, whether 

it would pay him to hire more men. 
subjectivity of his judgments is obvious. Just as different drivers 
ach different conclusions about the advisability of passing an- 
ir under given ‘‘objective’’ conditions, different business men will 
different “hunches” in a given situation. The subordinates or 
of the man who makes a decision may sharply disagree with 
hey may see the situation quite differently. They may be more 
stic about the possibilities of obtaining more orders with only 
ght, when he has nothing to go by except the size and brilliance of the head 
roaching cars, the experienced driver becomes conscious of the fact that in 
is better ways of sizing up their speed and distance. With reduced visibility he 

te’’ with greater safety margins 
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slight price concessions or through increased sales efforts (which would 
raise both the marginal revenue and marginal productivity curves drawy 
by the theorist to characterize their considerations). Or they may be more 
certain about the technical possibility of achieving a larger output by 
certain production methods (which would lower the marginal cost curve. 
and could raise or lower the marginal productivity curves). Some de- 
cision, usually a routine decision without debate, is made, or at least 
some action is taken; and the decision or action is necessarily affected 
by the business man’s conjectures concerning sales possibilities and pro- 
duction possibilities. 

The way in which changes in the essential variables will affect the 
probable decisions and actions of the business man is not much different 
if the curves which the theorist draws to depict their conjectures are a 
little higher or lower, steeper or flatter. These curves are helpful to the 
student of economics in figuring out the probable effects of change - 
in learning in what direction output, prices and employment are likely 
to be altered, and under what circumstances increases or decreases are 
likely to be drastic or negligible. Better markets or higher costs are 
likely to affect business men of different vision or daring in rather simi 
lar ways; and any differences can be conveniently ‘‘typed”’ in terms of 
shapes, positions and shifts of the curves into which the theorist con- 
denses the business men’s conjectures. 

Equipped with this understanding of the meaning and purposes of mar- 
ginal analysis, we may proceed to a discussion of the findings of empiri- 
cal research which purportedly failed to verify it — or by which it was 
deemed to be contradicted and disproved. 


II. EmprricAL RESEARCH ON THE SINGLE FIRM 


There is not as yet available any large amount of material derived 
from systematic empirical research on the business conduct of the single 
firm. But almost everybody interested in these questions has had oc- 
casional conversations with business men, and the impressions gained 
from such inquiries into the business men’s experiences often form an 
empirical basis for the doubts which so-called “realistic” critics enter- 
tain of “theoretical” analysis. 


have often been misled by pitfalls of semantics and terminology and by 
a naive acceptance of rationalizations in lieu of genuine explanations oi 
actions. 

Economists’ Vocabulary and Business Language 


The vast majority of business men have never heard of expressions 
such as elasticity of demand or supply, sloping demand curves, mar- 


| = 
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venue, marginal cost. If they do not know the words or the con- 
w can they be supposed to think in these terms? A scattered 
nen may have been exposed to such words and ideas in half- 
lege courses, but they have found in practice they had no 
vocabulary unknown to their associates, superiors, subordi- 
llow business men. Thus the most essential terms in which 
ts explain business conduct do not exist in the business man’s 
Does this not prove that the explanations are unrealistic or 
false? 
inexperienced researcher could draw such a conclusion. The 
terms used in the explanation of an action need not have any 
thinking of the acting individual. A mental process in every- 
.y often be most conveniently described for scientific purposes 
ize which is quite foreign to the process itself. 
a business man about the “elasticity of demand” for his pro- 
st as helpful as inquiring into the customs of an indigenous 
Islander by interviewing him in the King’s English. But with a lit- 
ity it is possible to translate ideas from the business man’s 
into that of the economist, and vice versa. Questions such as 
think you might sell more of this product if you cut the price 
r cent?” or ‘How much business do you think you would lose if 
sed your price by 10 per cent?” will evoke intelligent answers in 
ses provided the questions are readily reformulated and adapted 
peculiarities of the particular man and his business. Often it will 
ssary to know a good deal of the technology, customs and jargon 
de, and even of the personal idiosyncrasies of the men, before 
ask the right questions. A set formulation of questions will 
fit any large number of business men in different fields and, hence, 
naires to be filled out by them will rarely yield useful results. 


‘izations of Decisions or Actions 

logists will readily confirm that statements by interviewed in- 
ils about the motives and reasons for their actions are unreliable 
east incomplete. Even if a person tries to reconstruct for himself 
emory the motives and reasons for one of his past actions, he 
sually end up with a rationalization full of afterthoughts that may, 
s actions appear more plausible to himself. Explanations given 
nterviewer or investigator are still more likely to be rationaliza- 
terms that may make the particular actions appear plausibl¢ 
tified to the inquirer. In order to be understood (and respected) 
terviewed person will often choose for his ‘“‘explanations”’ patterns 
soning which he believes to be recognized as ‘‘sound” and “‘fair”’ 
thers. Most of these rationalizations may be subjectively honest and 


_Ae business firm is that business men do not pursue a policy of maxi 


538 THE AMERICAN ECONOMIC REVIEW [SEPTEMEr; 1940) 


truthful. It takes an experienced analyst to disentangle actual from jm. 
aginary reasons, and to separate relevant from irrelevant data, an; 
essential from decorative bits of the information furnished. Written ». 
plies to questionnaires are hopelessly inadequate for such purposes® 

Questions of business policy are particularly difficult objects of jp. 
quiry because the business man usually is anxious to show by his answer 
that he is intelligent, well informed, and fair. The standards of fairness 
and business ethics to which he wishes to conform are often those which 
he believes are accepted by his lawyers, accountants, customers, con 
petitors, fellow citizens, economists and whatnot. Only through de. 
tailed discussions of different situations and decisions, actual as well as 
hypothetical, will an investigator succeed in bringing out true patterns 
of conduct of the individual business man.*¥ 


A. Average Cost and Price 


One of the conclusions of casual or systematic empirical research or 


mizing profits, and of pricing according to the marginal cost and mar. 
ginal revenue principle, but instead follow rules of pricing on the basis 
of average cost calculations even where this is inconsistent with profit 
maximization. 

We shall attempt to reinterpret the findings of systematic resear¢! 
along these lines. For this purpose we must first clear up some misunder- 
standings which appear to have contributed to the support for the aver 
age-cost theory of pricing.™ 


Averaging Fluctuating Costs and Prices 
In discussions with business men I have found that two different types 


Cf. George Katona, Price Control and Business (Bloomington, Ind., 1945), p. 210. H 
states that ‘‘only detailed interviews can probe into the motives behind business decisions.’ 

8 For further comments on the difficulties of good empirical research on business conduct 
see my paper “Evaluation of the Practical Significance of the Theory of Monopolistic ( 
petition,” Am. Econ. Rev., Vol. XXIX (1939), p. 233. After discussing the policies of my former 
business partners I concluded (p. 234): “An investigator who would have based his findings on 
their answers to questionnaires or even on personal interviews, would have come to erroneous 
results. An investigator who could have seen all the actually or potentially available statistics 
would have come to no results at all. The only possibility for a fruitful empirical inquiry int 
these problems lies, I think, in the more subtle technique of analyzing a series of single business 
decisions through close personal contact with those responsible for the decisions.” 
-hief 


* According to modern theory price equals average cost (inclusive of normal profit) ¢ 
under the pressure of competition. The individual firm will charge a price above or b 
average cost depending on the situation and in line with the marginal calculus. However 
when price has risen above average cost, other firms will expand production and new firms 
will enter the industry and their competition tends to reduce price to the average cost /e\ 
Thus it is not the price policy of the individual firm but the pressure of actual or potent 
competition which makes prices equal to average cost. In contrast with this, the theory 4 
vanced by the critics of marginal analysis asserts that firms set their prices according to av« 
cost regardless of the state of competition and regardless of the market situation. 
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ges must be distinguished: averages over time and averages as 


n of the volume of output. = 
elling prices frequently fluctuate over time, not only cyclically and 
ly but during the week or the day. In calculations for invest- 
clical price fluctuations will be taken into account and average 
ill be estimated. In planning the production of seasonally de- 
| gzoods—summer dresses, swimming suits, winter sport clothes, 
nas toys—price discounts for off-season sales will be counted 
average selling price. Hotels in resorts may charge preferential 
guests arriving on Tuesdays and leaving on Thursdays; whole- 
srocers will dispose of over-ripe fruit and vegetables at reduced 
es; public utilities may charge lower rates to industrial off-peak 
ers; in all these cases the firms will have to figure out their aver- 
enue or average price. 
may show similar fluctuations over time. Raw materials and 
prices may vary cyclically and seasonally, electric power rates even 
lifferent hours of the day. Seasonal changes of the weather may 
ost dit fferences in several technical processes—natural instead of 
| heat for drying when wind, temperature and humidity are 
le; hydroelectric instead of steam-generated power when rivers 
cient water; and so on. These and hundreds of other reasons 
ulations of average costs by the affected business firms. 
average revenues and average costs which must be calculated to 
e of such variations over time are not in the least inconsistent 
the marginal revenue and marginal cost principles. Indeed, if in- 
in output are under consideration, the marginal changes of reve- 
d cost as functions of output will have to comprise any changes 
time that will affect revenue or cost. That the firm figures with these 
rages over time does not mean that it makes its decisions concerning 
e policies on the basis of an average-cost rule rather than the maxi- 
profit rule. 


iclual versus Potential Average Costs 
he absence of the expressions “marginal cost’”’ and ‘marginal reve- 
‘from the business man’s vocabulary and the fact that he usually 
ains his price policy in terms of “average cost’’ account for a good 
part of the skepticism of the empiricists. Yet, the words used are not 
licative of the lines of thinking; the marginal calculus may be followed 
ut pronouncing or knowing any of the terms in question. 
Ih the economist’s jargon, the business man who considers taking 
re business is supposed to say to himself: “At the increased volume of 
(put, marginal cost will be this muchand marginal revenue that much.” 
Statement I.) In a literal translation into everyday language, he would 


a, ar 

ten 

wh 
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say, ‘‘The increase in production will cost me this much and will brine 
in that much.” (Statement II.) He could say it also in a different version: 
“The increase in business will raise total costs from this to this much 
and total receipts from that to that much.”’ (Statement IIL.) These state. 
ments are absolutely equivalent, all expressing the marginal calculys 
of variations. 

The same thing can also be expressed in a fourth, much more compli 
cated way: ‘‘The increase in business will change average cost from this 
to this much, and average price from that to that much; it will, there. 
fore, change profits by changing the margin of so and so much, times 
an output of this much, to a margin of so and so much, times an out. 
put of that much.” (Statement IV.) With all its complications the 
statement is still equivalent to the former ones. It is a bit foolish to divide 
total costs and receipts by the output figures just in order to multiply 
afterwards the differences again by the output figures; but it is not in- 
correct. The average cost figures as such are, of course, irrelevant in the 
calculation.” 

The average cost figures, in spite of their prominent place in our busi- 
ness man’s complicated statement, had no place in his actual decision. The 
decision was based on the profitableness of the added business. When 
not only the current but also the potential average cost—that is, the 
average cost at a different production volume—and also the change in 
total receipts are considered, then the reasoning is true marginal cal- 
culus, not average-cost reasoning as some mistakenly believe. 


Average-Cost Pricing as the Lawyer’s Ideal 


Generations of lawyers have accepted and proclaimed the fairness oi 
the average-cost standard of pricing. Decades of regulatory experiments 
and arguments, and a long history of court decisions, have emphasized 
the average-cost principle as the just basis of pricing. Is it then sur- 
prising that business men try to explain their pricing methods by aver- 
age-cost considerations? 


% This can be easily illustrated by assuming any set of figures. Assume that the firm con- 
siders taking new orders for 1,000 tons of product, reducing its average price. Statement I\ 
might read: “The increase in business from 10,000 tons to 11,000 tons will raise total cost from 
$80,000 to $86,900 and, hence, will reduce average cost from $8.00 to $7.90; it will raise total 
receipts from $99,500 to $107,800 and, hence, will reduce average price from $9.95 to $9.80; 
it will, therefore, raise profits by changing a margin of $1.95, times an amount of 10,000, 1.¢., 
$19,500, to a margin of $1.90, times an amount of 11,000, i.e., $20,900. Let’s take the business 

Statement III would read under the same circumstances: ‘The increase in business wil 
raise total costs from $80,000 to $86,900, that is by $6,900, and will raise total receipts from 
$99,500 to $107,800, that is by $8,300. Let’s take the business.” 

Statement II on the same situation would read: “The increase in production will cost me 
$6,900 and will bring in $8,300. Let’s take the business.” 

Statement I, finally, would read: “At the increased volume of output, marginal cost will be 
$6.90 and marginal revenue $8.30. Go ahead.” 
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rations in regulated industries are sometimes caught in their 
ial price justifications: a change in the market situation may make 
vise and profitable to change the selling price, but that price has been 
red to an average-cost calculation which it is now difficult to disa- 
[he companies cannot very well submit to their regulatory com- 
evised average-cost calculations every time market conditions 
ve. They have to put up with relatively inflexible prices which, were 
r the regulatory authorities, might be as much against their own 

sts as against those of the consumers. 
ften, however, the business man is not conscious of the fact 
t he uses average-cost considerations merely as rationalizations or 
itions. Selling with high profit margins might indicate monopoly 
“squeezing of the consumer”’; selling below cost might indicate un- 
petition and “cutting the throat of the competitor.” As a good 
the business man wishes to avoid both these wicked practices. As 
; he can justify his prices as covering “‘average cost plus a fair 
fit margin’ he can say, to others as well as to himself, that he 
ving up to the accepted standards of law and decency. Ii this “‘fair 


can still justify his price. (That such variations betray his “explana- 
‘of this pricing method as incomplete or untenable may escape his 
ntion as well as that of his inquirers.) 


erage-Cost Pricing as the Accountant’s Ideal 


Selling price must cover average cost inclusive of overhead and fair 
t margin if the business enterprise is to live and to prosper. A good 
ntant regards it as his duty to watch over the soundness of the firm’s 
ng methods and to warn against prices below full cost. 
Practical and academic accountants have sometimes attacked the 
arginal-cost principle as a fallacy conducive to practices that are li- 
to result in business losses. They have reasoned that a general appli- 
| of differential cost considerations might mean that firms forget 
hey ought to recover their overhead in some part of their business. 
Keasoning of this sort reveals a twofold misunderstanding of the mar- 
principle. (a) That marginal cost does not “include’’ fixed over- 
charges need not mean that it will always be below average total 
ndeed, marginal cost may equal or exceed average cost. (This will 
s be true for volumes of output at or beyond “optimum capacity” 
firm.) (b) To use marginal cost as a pricing factor need not mean 
rice will be set at the marginal cost level. Indeed, this will never be 
In the exceptional case of pure competition; price cannot be “set” 
but is “given” to the firm and beyond its control; and marginal cost 
be equal to price not because of any price policy but only because 


+ 


| irgin’’ is at times a bit generous and at other times rather thin, 
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of adjustments in the firm’s production volume. In the normal case 
monopolistic competition, the firm will never charge a price as low a: 
marginal cost; it will charge a price at which marginal revenue is equa 
to marginal cost, and this price must therefore be above both. 

It is a stupid misunderstanding to believe that the use of margina 
cost in the business man’s pricing technique implies an advice that sell. 
ing price should be set at the marginal cost level. Marginal cost and mar. 
ginal revenue considerations mean nothing else but what a business may 
means when he asks himself: ‘Could I get some more business and would 
I want it under the conditions under which I could get it’’? 

The idea, held by some accountants, that pricing on the basis of the 
marginal principle would sacrifice profits is the opposite of the truth— 
except in one very special sense: where the average-cost rule has been 
used as a monopolistic device, resort to the marginal principle might be 
taken to mean abandonment of a cartel arrangement in the industry and 
“outbreak” of unrestricted competition. 


fixe 


WI 


Average-Cost Pricing as a Cartel Device 


In times of depression business men often discover that it is wiser t 
lose only a part rather than all of their overhead cost; that it is better t 
sell at prices below full cost than to stick to prices which would cover al! 
costs but at which they cannot sell. They usually deplore these devia 
tions from the full-cost principle of pricing and argue that nobody 
would have to sell below cost if nobody did sell below cost. 

Price fixing among producers or official price codes may in such situa- 
tions succeed in the maintenance of a monopolistic level of price in spit: 
of strong temptations for competitive price cutting. Tacit understand 
ings about the observation of average-cost rules of pricing sometimes 
constitute an alternative way of achieving price maintenance in a declin 
ing market. Moral suasion in the direction of ‘‘good accounting’’ and o! 
“sound pricing”’ on the basis of “full cost’’ may be an effective device 0! 
domestic price cartels (through trade associations or in the form of tacit 
understandings). 

Outright price fixing, just as any other cartel agreement, is a device t 
affect the estimates of demand conditions for the products of the individ 
ual firms. Only if demand as seen by the individual seller is effectivel) 
changed through his anticipations of serious reactions on the part 0! 
his competitors and fellow cartel members will he find it advantageous 
to restrict his output to the extent necessary for the maintenance of the 
agreed price. The essential effect of the agreement is upon the elasticity 
of the expected demand. As a rule, elasticity becomes absolutely zero 
(that is, the demand curve breaks off abruptly) at the largest volume ©! 

output which the individual cartel member thinks he can sell at the 
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If he considers price cutting in contravention of the agree- 
practical alternative, the demand curve will not break off but 
downward with reduced elasticity—reduced because of the 
nalizing or retaliatory actions. 
eneral adoption of an average cost rule is in effect a price agree- 
ong the members of the particular industry. Where a trade as- 
announces a representative “average cost,’ the announced 
ed not tally at all with the average cost of an individual firm. 
st conditions are believed to be very similar throughout the in- 
the understanding may be informal and tacit. It may be made 
a matter of ‘business ethics’ not to sell below average cost plus 
it margin. For the firm which strictly observes this ethical code 
ind curve breaks off abruptly at the output it can sell at that 
[he average cost calculation of that firm takes the place of the 
| price and is the essential determinant of its demand and mar- 
venue considerations. 
siness man believes that the best policy for him in the long run 
k to the cartel, this does not mean that he disregards the mar- 
rinciple. On the contrary, the feared consequences of breaking 
the cartel, its probable effects upon long-run demand and 
dictate his continued adherence. Likewise, if violations of the 
de of average-cost pricing are feared to have adverse conse- 
ntinued membership in this “ethical cartel” is not a depar- 
the marginal principle. The average-cost rule and the sanc- 
or violating it have the same sort of effects upon demand elasticity 
arginal revenue which other types of price agreements have been 


+ 


have. 


tas a Clue to Demand Elasticity 

vithout any ethical or unethical code prescribing an average- 
t rule of pricing, average cost may be the most important datum for 
nate of demand elasticity. The elasticity of demand for any par- 
r product is determined by the availability of substitutes. In order 
mate how much business a firm may lose if it raises its price, it 
sider whether existing or potential competitors can supply com- 
products at the particular price. The elasticity of supply from 
ting sources determines the elasticity of demand for the firm’s 
he supply from competing sources will depend on their actual 
ntial cost of production. And usually the best clue that a firm 
the production cost of competitors is its own production cost, 
ted for any known differences of conditions. 

\ssuming that competitors have the same access to production fac- 
materials and technology, their production cost can not be much 


W 

\ 
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different from that of a particular producer who may just be weighing 
the chances of a price increase. In the absence of any cartel arrangement; 
he will have to count on his competitors to expand their business at his 
expense if he ventures to raise his selling price above average cost. Where 
he need not fear the capacity of existing competitors, but entry into th 
industry is relatively easy, he will have to reckon with newcomers 
competition if he makes the business too attractive by allowing himselj 
too generous a profit margin above average cost. Under such circum. 
stances he will know that he stands to lose too much business and ha 
better stick fairly closely to a price based on average cost. 

Notwithstanding any rationalizations of this price policy, the reasons 
for it lie in the competitiveness of the industry resulting in a high elas. 
ticity of demand visualized by individual sellers.* To “explain” this price 
by reference to some emotional attachment to the average cost principle 
is to miss the mark. The réle of average cost in the firm’s pricing process 
in this case is to aid in gauging the elasticity of the long-run demand 
for its product. 

Reasons and Variables 

Seeing how many different réles average cost may play in the pricing 
process without in the least contradicting the statement that margina 
cost and marginal revenue determine output and price, one should rea 
lize the dangers of attempts to use utterances of business men as 
evidence against the correctness of marginal analysis. 

Business men’s answers to direct questions about the reasons for 
charging the prices they are charging are almost certainly worthless. 
Every single fact or act has probably hundreds of “‘reasons’’; the selec- 
tion of a few of them for presentation to the inquirer is influenced by the 
prejudices or old theories which the informant had impressed upon him 
by school, radio, newspapers, etc. 

Except in the case of a genuine decision leading to a recent change ol 
policy, one may say that an approach much more fruitful than that oi 
asking about reasons for some policy is to ask about reasons agazns! 
its alternatives. Instead of asking for explanations of the price actually 
charged or the output volume actually produced, questions about ‘“‘why 
not more” and “why not less” are likely to yield more revealing results. 
But even these answers must be checked and double-checked through a 
network of cross-examination, segregating and isolating certain vari- 
ables in a manner familiar to the scientist working with the calculus of 
variations and with the determination of partial derivatives. 


eX] 


* Where the average-cost rule is a cartel device, the elasticity of demand will be small or 
zero from the actually realized point on downward. When average cost is a clue to size up po- 
tential competition, the elasticity of demand will be high from the actually realized point on 
upward. The former prevents price reductions, the latter price increases. 
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n Actual Pricing Methods 


basis of marginal analysis of the firm and the industry, we 
expect for most industries that price in the long run would not 
ch from average cost, yet that the firm would attempt to 
prices when it could safely get them and would not refrain 
tting prices when it believed that this would increase its profits 
its losses. 
us compare with this the findings of one of the empirical re- 
ertakings which shook the researchers’ confidence in the mar- 
ple and convinced them that business men followed the “‘full- 
iple”’ of pricing regardless of profit maximization. Inquiry was 
igh interview of 38 entrepreneurs.”’ “A large majority” of 
xplained that they charged the “‘full cost” price. Some, however, 
i ‘that they might charge more in periods of exceptionally high 
ind a greater number reported “that they might charge less 
f exceptionally depressed demand.’”* Competition seemed to 
ns to modify the margin for profits which could be added to 
sts and overheads.’’*® Moreover, “the conventional addition for 
ries from firm to firm and even within firms for different prod- 


s is precisely what one should have expected to hear. Do these 
support the theory of the average-cost principle of pricing? I 
t that they give little or no support to it. The margins above aver- 


st are different from firm to firm and, within firms, from period to 
| from product to product. These differences and variations 
suggest that the firms consult other data besides or instead of 


rage costs. And, as a matter of fact, the reported findings in- 


some that indicate what other considerations were pertinent to the 


rminations by the questioned business men. 


’4 firms which gave reasons for not charging higher prices, 17 were 


‘d as admitting that it was “fear of competitors or potential 


petitors” and a “belief that others would not follow an increase.”’ 


r two stated that “they prefer a large turnover.’ To me the 19 
s indicate that these business men were estimating the risk of 
usiness if they raised prices or, in other words, that they were 
ed about the elasticity of demand. 


‘5 firms which gave reasons for not charging lower prices, 4 firms 


ed that they were members of price-fixing combinations; 2 stated 


Halland C. J. Hitch, op. cit., p. 12. 


Halland C, J. Hitch, op. cit., p. 20. 
p. 21 


ching 
( 
| 
lv 
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that it was “difficult to raise prices once lowered’’; and 21 referred 
rectly or implicitly to their estimates of demand elasticity. (Nine firp 
‘(Demand unresponsive to price’; one firm: “Price cuts not passed 


by retailers’; eleven firms: “(Competitors would follow cuts.’’) 


firms gave reasons other than monopolistic price fixing or monopolis; 
elasticity considerations; these 8 were listed as having ‘‘quasi-mora] 


jections to selling below cost.’** Unfortunately the interviewers did py: 
find out what these conscientious objectors to price cutting thought abo: 
the responsiveness of demand; and whether they would remain adamay: 
if they were sure that a small price concession would produce a lary 


increase in sales. I suspect that a cross-examination would have broug 
out the fact that the moral or quasi-moral views on price maintenar 


were regularly coupled with a very strong opinion that a price reductior 
would not produce sufficiently more business and, thus, would co 


stitute useless sacrifice of profits. 


In any event, there is little or nothing in the findings of this inguin 


that would indicate that the business men observed an average-cost r 
of pricing when such observance was inconsistent with the maxin 

profit principle. On the other hand, there is plenty of evidence in | 
findings that the business men paid much attention to demand elast 
ities — which to the economist is equivalent to marginal revenue | 
siderations. 


The Absence of Numerically Expressed Estimates 


Why should others in the face of this evidence have come to the cor 


clusion that the marginal principle was not applied and profit max 
zation not attempted by the group of business men studied? How « 
others have failed to be impressed by the facts just recited? 

It seems that their confidence in the conventional analysis was 


when they found to their surprise that the business man had no deiin'! 


numerical estimates of the magnitudes relevant to the application o! | 
marginal principle. They had assumed that a business man sh 


‘““know”’ the elasticity of demand for his product, and now they wer 


shocked to find “that the great majority of entrepreneurs were in p 
found ignorance with regard to its value.’’** A student who had expec 
to find exact estimates must indeed have been disappointed when © 
of his informants ‘‘were vague about anything so precise as elasticity 
The inquirers found the same vagueness with regard to marginal \ 
estimates. While the entrepreneurs usually computed direct cost 4 


Loc. 
%R. F. Harrod, op. cit., p. 4. Concerning this discovery Mr. Harrod remarks emp! 
“This, indeed, must be regarded as one notable result of our inquiry.” 


“R.L. Hall and C. J. Hitch, op. cit., p. 18. 


| 
| 
| 
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| overheads ‘‘with some pains at accuracy,’ they could not furnish 
e fir .. data on marginal cost. He who expected that marginal cost and 


ssed sinal revenue were equated on the basis of precise calculations must 


Only § stultified. The student who had to do homework computing marginal 
Dolis + and revenue figures to the second or third decimal point may feel 
im ed when he learns that the business man does not do anything of 
did; ‘he sort. But to conclude from the absence of definite numerical esti- 
tahow ft mates that the magnitudes in question were irrelevant in the conduct of 
lama sisa non sequitur. On the basis of the previous discussion of this 
a lars subject (see above pp. 534 ff.) we should understand that the construc- 


f a pattern for the analytical description of a process is not the 

thing as the actual process in everyday life; and we should not ex- 
d in everyday life the definite numerical estimates that are 
d cor it of the scientific pattern. 

\part from the absence of numerical estimates of marginal revenue 
son nd marginal cost it is difficult to see what other findings of the inquiry 
st rule ae | have persuaded the researchers that they had disproved the theory 

nalism in the conduct of the firm. There is not a single proposi- 

the tabulated results of the inquiry that can not be fully har- 

ed with marginal analysis. The ‘“‘Analysis of Replies to Question- 

n Costs and Prices,” which the researchers presented as an ap- 
lix to their report,® contains a wealth of illustrative material 

trative, as I see it, of the application of the marginal principle to 


isiness decisions of the single firm. 


B. Marginal Productivity and Wage 


research designed to verify or disprove marginal produc- 
theory in the analysis of input of the individual firm is beset with 
: ithculties. Few systematic endeavors have been made and none has 
any suggestion, however vague or tentative, of an alternative 
Whereas in certain price research projects those who felt com- 
ed to reject the marginal theory have advanced the average-cost 
y of pricing as a substitute, no substitute theory has been forth- 
ng from those who decried marginal productivity theory. 


lical Resea rch 


} 


ty impirical research on cost, price and output of the individual firm 
nas resulted in several interesting attempts to derive marginal cost 

tions from statistical data; and also in one or two attempts to de- 

rice elasticities of demand for a firm’s products. But nobody, to 

knowledge, has ever undertaken to construct from actual data a 


Harrod, op. cit., p. 4. 
Hall and C. J. Hitch, op. cit., pp. 33-45. 
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marginal net revenue productivity curve for a given type of labo, 
employed by a firm. The difficulties are formidable and, since th. 
raw material for the calculations could not come from any records » 
documents but merely from respondent’s guesses of a purely hypo. 
thetical nature, the results might not be much more “authentic” thay 
the schedules made up by textbook writers for arithmetical] illustrations 

Statistical studies of the relationship between wage rates and em. 
ployment in large samples of individual firms or industries would be 
nearly useless because we have no way of eliminating the simultaneoys 
effects of several other significant variables, especially those of a psy- 
chological nature. An increase in wage rates may have very different 
effects depending on whether the employer (1) (a) has foreseen it, (} 
is surprised by it; (2) (a) reacts quickly to it, (b) reacts slowly to it; (3 
(a) expects it to be reversed soon, (b) expects it to be maintained, 
expects it to be followed by further increases; (4) (a) assumes it to be 
confined to his firm, (b) assumes it to affect also his competitors, (c) be- 
lieves it to be part of a nation-wide trend; (5) connects it with an in- 
flationary development; or is influenced by any other sort and number oi 
anticipations. Most of these moods and anticipations can be translated 
by the economist into certain shapes or shifts of the marginal produc. 
tivity functions of the firms; but since the researchers cannot ascertain 
or evaluate these conjectural “data” for the large number of firms con 
tained in a representative sample, statistical investigations of the wage- 
employment relation of individual firms are not likely to yield useful 
results. 


Questionnaire on Employment 


It has been pointed out above (p. 538) why the method of mailed ques- 
tionnaires without supporting interviews is hopelessly inadequate for 
empirical studies of business conduct. Even the most intelligently de- 
vised set of questions would not assure reliable and significant answers 
Questions designed to achieve the necessary separation of variables 
would be so complicated and call for so high a degree of ‘‘abstract think- 
ing” on the part of the questioned business men that questionnaires o! 
this sort would be too much of an imposition, and codperation would be 
too small. Although the questions in Professor Lester’s research project 
on employment did not even approach these standards, he received only 
56 usable replies from 430 manufacturers whom he had asked to fill out 
his questionnaires.*’ 

Professor Lester’s questionnaires suffered not merely from the inher- 
ent weaknesses of the method but also from defects in formulation. These 
defects were so serious that even the most complete, reliable and intelligent 


37 R. A. Lester, Am. Econ. Rev., Vol. XXXVI, No. 1, pp. 64-65. 
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vers could not have yielded significant findings. The business men 
asked to rate the “importance”’ of several factors determining the 
f employment in their firms. No explanation was given whether | 
rtance of a variable—that is, I presume, its responsibility for 
res in the employment volume—should refer to (a) the frequency | 
riations, (b) the extent of its variations, or (c) the effects of its | 
ns. Surely, the variable rated as least important—perhaps be- 
t varied less frequently than the others—may be just as strate- 
of those with higher importance ratings. What we really need 
however, is not the comparative importance of several fac- 
t rather the effects of variations of each factor separately while 
rs remain unchanged. 
If I want to know by how much an increase in the price of spinach \//? 
aflect its consumption in an individual household, I shall not get ) 
far by asking the householders to give a percentage rating to each 
several listed factors that are believed to be “important” influences 
h consumption. If it were tried, we should not be surprised to °” 
hanges in family income, the number of children and guests at 
r,and the notoriety of Popeye the Sailor’s gusto for spinach, receiv- 
h higher percentage ratings than changes in the price of spinach. 
ber of households price may not be a factor at all.) Nobody, 
would conclude from such a poll that price is an unimportant 
in the consumption of spinach. 
t Professor Lester followed just this procedure when he wanted to 
t how important wage rates were in determining the volume of 
ment in the individual firm. He asked the executives of the com- 
) “rate” the following factors “in terms of the percentage of 
rtance of each”: 


Present and prospective market demand (sales for your products, in- 
ng seasonal fluctuations in demand). 

lhe level of wage rates or changes in the level of wages. 
level of material costs and other non-wage costs and changes in 
level of such non-labor costs. 

Variations in profits or losses of the firm. 

ew techniques, equipment, and production methods. 


Other factors (please specify). 


these items the first unquestionably excels all others in frequency 
extent of variations. That it won first prize in Professor Lester’s 
nce contest is therefore not surprising. If several respondents 
ratings to item d (variations in profits or losses) and at the same 
aiso to other items, they obviously did not realize that this varia- 
prised all the others. Professor Lester does not explain why he 
t when he knew that it was not ‘‘completely independent” and 


‘e 
i 
{ 
7 
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that “for example, wages affect profits.’’** Nor does he state whether th. 

43 firms which failed to mention changes in wage rates as an importan; 

[Actor meant that they would continue in business and continue to ey. 
~“ploy the same number of workers regardless of any degree of wage ip. 
crease. If this is what they meant, they can hardly be taken seriously 
If they meant something else, then it is not clear just what the rep\je 
should indicate about the probable effects of wage increases upon en 
ployment. 

The strangest thing about Professor Lester’s list of possibly impor 
tant variables is that all—except f, the unspecified, and d, the a 
inclusive profit-and-loss item—are essential variables of the yer 
analysis which he means to disprove. The prize-winning item, a, th 
demand for the product, is certainly a most crucial determinant 
marginal productivity. (See above pp. 529 and 531.) Items c, non-labor 
cost, and e, production techniques, are two other determinants 
marginal productivity. How Professor Lester came to think that th 
results of this poll would in any sense disprove or shake margina 
productivity analysis remains a mystery. 


Ouestionnaire on Variable Cost 

Professor Lester asked his business men also some questions on unit 
variable costs and profits at various rates of output. The informat 
obtained in answer to these questions might have been useful had it: 


been based on an_undefined concept of “plant capacity.”” Unfortunate! 
it must be air the same thing when they 
referred to ‘100 per cent of capacity.” 

Economic theorists use different definitions of capacity. One widel 
used definition marks as 100 per cent of capacity that volume of output 
at which short-run total cost per unit is a minimum; another definitior 
fixes the 100 per cent mark at the output at which variable cost per unit 
is a minimum. The former definition implies decreasing average total 
cost, the latter decreasing average variable cost, up to “100 per cen 
capacity.’’ Professor Lester after painstaking empirical research arrives 
at the following finding: 

The significant conclusion from the data in this section is that most 
the manufacturing firms in the industries covered by this survey apparent 
have decreasing unit variable costs within the range of 70 to 100 per cent 
capacity production... . * 


, Has Professor Lester asked himself whether this is not merely a sel! 
evident conclusion implied in the definition of capacity used by his 
respondents? 


38 Thid.. p 66. 
Tbid., p. 71. 
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steepness of the reported decline in unit variable cost, however, 
an interesting observation—if the data were reliable. (Few of 
Lester’s firms had “‘constant unit variable costs,’’ or anything 

¢ this situation, over a considerable range of output.*°) It is 


peculiar that unit variable costs should decrease steeply (at an 


asing rate!) down to a certain point and then abruptly start rising 


ist infer from the term “100 per cent capacity.’’ Where 
ment is not utilized for 24 hours a day, the steep decline and abrupt 
nit cost is somewhat questionable. 
essor Lester, nevertheless, has sufficient confidence in his findings 
nclusions—conclusions, moreover, which could not even be 
if the findings were of unquestionable validity. He states: 


pany output and employment policies are based on the assumption 

reasing marginal variable cost up to full capacity operations, much of 

easoning on company employment adjustments to increases 

ises in wage rates is invalid, and a new theory of wage-employ- 
nships for the individual firm must be developed.* 


iction simply does not follow from the premises. There is no 

hy decreasing marginal costs should invalidate the conventional 
ms on factor cost and input. Professor Lester could have found 

s of textbook examples demonstrating the firm’s reactions under 

of decreasing marginal cost. 

essor Lester may have been deluded by a rather common con- 
between related concepts: from decreasing marginal cost he may 
mped to the assumption of increasing labor returns,” and from 


ng physical returns he may have jumped to the assumption of 


ising marginal productivity of labor. Both these jumps are serious 


For instance, the very conditions which may cause a firm to 
the employment of labor to a volume still within the phase of 
ng physical productivity per unit of labor are likely to result in 


asing marginal net revenue productivity of labor. These conditions 


‘ither (or both), 


low elasticity of the demand for the firm’s products“ or (and) 


cannot adjust the number of machines or production units to smaller produc 
but must instead produce small outputs with an inefficiently large productive 


realizes that it can charge much higher prices for smaller outputs or cannot 
irger outputs except with substantial price reductions 


to 
af in. 

in indivisibility of the firm’s physical plant facilities,** combined 
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(c) alow elasticity of the supply of labor to the firm.® 

The first condition, (a), makes a phase of increasing physical produc. 
tivity of labor in the firm a practical possibility; the other conditio,: 
(b) or (c), make that phase relevant for actual operations by providip, 
the pecuniary incentive to operate the plant inefficiently. Condition (}) 
the low elasticity of demand for the product, will cause marginal p¢ wag 
revenue productivity of labor to be diminishing in a range of employ. 
ment in which average or even marginal physical productivity of labo; 
are still increasing. 

It is not possible from Professor Lester’s exposition to find oy 
whether his failure to see these relationships was at the bottom of }\ 
faulty theorizing on this point. In any event, his findings on variab\: 
costs contain nothing that would even vaguely bear on the validity ¢ 
marginal analysis. 


Questionnaire on Adjustments 


Professor Lester’s fact-finding and theorizing on substitution between 
labor and capital and on other adjustments of the firm to changes in 
wage rates are also marred by inconsistencies and misunderstandings 

After trying to make the most of increasing returns to labor and only 
a few lines after referring to “unused plant capacity,” Professor Leste: 
asserts that ‘most industrial plants are designed and equipped for a 
certain output, requiring a certain work force. Often effective operation 
of the plant involves a work force of a given size.’ To operate within 
the phase of increasing returns is to operate inefficiently, that is, with an 
employment of less labor with a given plant than would be compatible 
with efficient operations. (Because an increase in employment woul 
raise output more than proportionately.) ‘Effective operation,” on the 
other hand, logically implies employment at or beyond the point wher 
diminishing returns set in. Professor Lester does not seem to be clear 
which way he wants to argue.*” 

Professor Lester seems to think that substitution between capital and 
labor can occur only in the form of installation of new or scrapping 0! 
existing machinery** and that it is supposed to occur “readily” an¢ 
would, therefore, be “timed” with the wage changes.*® These are rather 
common but nevertheless mistaken views. 


“ J ¢., the firm realizes that it can enjoy much lower wage rates at lower employment leve's 
or cannot obtain more labor except with substantial wage increases. 

Amer. Econ. Rev., Vol. XXXVI, No. 1, p. 72. 

‘7 Absolutely fixed proportions between factors of production would imply that short- 


marginal productivity of labor drops precipitously te zero at the full capacity level of empio| 
ment. 


“8 Am. Econ. Rev., Vol. XXXVI, No. 1, p. 73. See my comments, above, pp. 530-31. 
 Jbid., pp. 73 and 74. 
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r Lester does not discuss a glaring contradiction in his find- 
On the basis of replies to one questionnaire he states that his data 
“that industry does not adapt its plant and processes to varying 
rates in the manner assumed by marginalists.’*° But on the basis 
questionnaire about adjustments to increases in relative 
eports that the introduction of “‘labor-saving machinery” was 
he highest rating in relative importance by the questioned firms 
bor costs were more than 29 per cent of total cost.” 
last-mentioned questionnaire apparently was designed to show 
wage increases had no important effects upon employment. Six 


ternative adjustments to increases in relative wages were listed and 


nufacturers had to give percentage ratings for relative importance. In 


his popularity contest an item called “deliberate curtailment of output”’ 


bocby prize. Quite apart from the fact that the words were 
| against this item, the result is not in the least surprising. For it is 


well-known fact that where competition is not pure (as it rarely is in 


istrial products), output adjustments to higher production costs 
by way of changes in selling price. Price and product adjust- 


ents were another of the alternative items and scored rather well in 


If all employment-reducing adjustments—labor-saving ma- 

y, price increases, and deliberate output curtailment—are taken 

r, they clearly dominate in the importance ratings by the firms.” 

s, or anything else, may not mean much in such an “‘opinion poll,” 
t certainly does not prove what Professor Lester wanted to prove. 
‘theless, he contends that “it is especially noteworthy that delib- 
curtailment of output, an adjustment stressed by conventional 


arginal theory, is mentioned by only four of the 43 firms.’ And he 


les that marginal analysis is all but done for, that “there can be 
loubt about the correctness of the general results’”’ of his tests, 
hat “a new direction for investigations of employment relation- 
nd equilibrating adjustments in individual firms’ is indicated.” 


C. Conclusions 
mclude that the marginal theory of business conduct of the firm 
it been shaken, discredited or disproved by the empirical tests 
issed in this paper. I conclude, furthermore, that empirical research 
ness policies cannot assure useful results if it employs the method 
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of mailed questicnnaires, if it is confined to direct questions with, 
carefully devised checks, and if it aims at testing too broad and form, 
principles rather than more narrowly defined hypotheses. 

The critical tone of my comments on the research projects discusse; 
in this paper may give the impression of a hostile attitude towar¢ 
empirical research as such. I wish to guard against such an impressio, 
There should be no doubt that empirical research on the economics 
the single firm is badly needed, no less than in many other fields, Th; 
correctness, applicability and relevance of economic theory constant) 
need testing through empirical research; such research may yield results 
of great significance. 

Sharp criticism of bad research can be constructive in two respects 
it may save some of the waste of time which the published research fin 
ings are apt to cause if they remain undisputed and are allowed to « 
fuse hosts of students of economics; and it may contribute to the ir 
provement of research. The chief condition for improved research is a 
thorough understanding of the theories to be tested. Supplementary 
conditions are a certain degree of familiarity with the technological ar 
institutional peculiarities of the fields or cases on which the researc! 
undertaken and a grasp of the research techniques employed. 


ns in the United States. In building construction, labor productivity 


PROSPECTIVE NATIONAL INCOME AND CAPITAL 
FORMATION IN THE UNITED KINGDOM 


By Putuir S. Brown* 


I. Introduction 


before the war the United Kingdom had fallen behind the 


ited States industrially to an extent that is not generally realized. 


ut per worker in manufacturing as a whole was between one-third 
half as great as in the United States.’ In coal mining, output 
shift in 1938 averaged 1.14 long tons, compared with 4.37 long 


probably 60 per cent that in the United States. In agriculture, 
itility operation, the distributive trades, and in the performance 
rsonal and business services, labor productivity appears also to 
been less in Britain than in America, but the difference was, of 
ich less than in manufacturing and mining. Shipbuilding is 
important industrial category in which a labor productivity is 

to have been about the same in Britain and America. 
lifference between British and American labor productivity be- 
le war was not readily apparent merely from a comparison of 
g standards because a larger fraction of the population sought 
ployment in the United Kingdom than in the United States and also 
iuse there was proportionally less involuntary unemployment in 
United Kingdom. Also, residents of the United Kingdom received 
ble net income from overseas investments and even drew 


ppreciabDie 


( 


e author is currently on leave from the Department of State. 
irative figures of British and American labor productivity, especially in manufac 
e been the subject of recent controversy among British statisticians. However, the 
does not, in the writer’s opinion, provide any basis for doubting that the difference 
was within the range indicated above. 
st, of course, be borne in mind that the greater capital investment per worker in the 
States, while it tended to make for lower production costs, increased indirect labor 
that the difference between British and American real costs of production was never 
t as the difference in man-hours directly utilized in mining coal, manufacturing auto 
liscussion has been stimulated by the studies of L. Rostas, particularly his first 
trial Production, Productivity and Distribution in Britain, Germany and the 
ites, 1935-37,” Economic Journal, January 1943. This paper was the subject of dis 
t a meeting of the Royal Statistical Society, 21 March 1944, the minutes of which are 
e Society’s Journal, Part I, 1944. Interest has been further stimulated by several] 
| government reports dealing expressly with the causes of low labor productivity in 
extile, and building industries. These reports are included in the list of recent in 
dies by government departments given at the end of this paper. 
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upon overseas capital in some years; in the immediate pre-war years 
they imported 200 to 300 million pounds’ worth of goods annually for 
which they did not pay either in goods or services. 

Six years of war have widened the gap between British and Americay 
labor productivity and the difference in living standards will be quite 
apparent even after reconversion to a peacetime economy has beer 
achieved. The United Kingdom now has 8 to 10 per cent less domesti 
capital, exclusive of armaments, than it had before the war, whereas j; 
the United States there has been large net capital formation since 1939 
On international account the United Kingdom has incurred huge ex. 
ternal obligations and lost a substantial part of its overseas invest- 
ments; moreover, a further increase in external obligations and a further 
loss of gold and overseas investments are to be expected. Overseas 
receipts of interest and dividends have been reduced and some special 
trading privileges and investment opportunities have been lost. 

Anxiety about prospective living standards has prompted the British 
public to elect a Labor government committed to supply directly mor 
of the nation’s wants and to supervise the production and distribution 
of goods generally. Increase in the direct employment of resources by 
the government and exercise of extensive price control will necessaril) 
require the allocation of scarce materials on the basis of political co 
siderations. Competitive bidding cannot be allowed to determine th 
allocation of scarce resources because the backlog of demand, supported 
by large and unevenly distributed personal and corporate savings, is s 
huge that in the absence of price control the distribution of many in- 
dustrial and consumers’ goods would be too inequitable. Thus, the 
allocation of scarce goods—and consequently the resulting distribution 
of labor—will have to be made by the government. 

However, no over-all budget has been presented to Parliament 
Neither the Capital Issues Committee nor the proposed National In 
vestment Council promises to be a real planning body. Such indicatior 
as has been given, notably by the Chancellor of the Exchequer, of in 
tention to influence the priority and timing of investment, stems from 
a desire to eliminate cyclical unemployment rather than to insure the 
allocation of resources to projects of greatest social utility and to avoid 
the bottlenecks that will occur if the various programs are not coérdi 
nated and tailored to fit the ava lable manpower and material resources. 

The Labor government’s failure to cast up its accounts in the form o! 
a National Plan and to concentrate on the problem of increasing labor 
productivity is understandable. The ministers, and their stafis, are pre- 
occupied with the government’s legislative program. Moreover, it is 
obviously difficult to get on with reéquipment and plant expansion 1n 
industries where institutional charges are in progress, or in prospec! 


; 
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hat institutional reforms have frequently been justified as a 
hieving a more equitable distribution of income and of pre- 
ture unemployment, but it would be most unfair to conclude 
Party leaders are more concerned with the redistribution of 
the fear of future unemployment than with increasing 
me and making generous provision for the formation of 
al capital. 
owing attempt to estimate future national income may con- 
appraisal of British economic capabilities. The year 1952 
1 because it is outside the period of transition to a peace- 
y and yet in most respects is within the foreseeable future. 
those capital goods most urgently needed to balance produc- 
edistribute workers to something like a normal pattern of 
ent will have been purchased from abroad or have been 
tured at home; the abnormal building repair program will 
n completed; the school-leaving age will probably have been 
16; the military establishment is likely to have been shaken 
nearly to its normal peacetime size; current receipts and 
nents on international account should have been brought into 
d repayments of interest and principal on sterling and dollar 
will have begun. 


10SeI 


II. Population and Civilian Labor Force* 


ulation of the United Kingdom in 1952 will probably be about 
one million greater than in 1939.* Despite this prospective 
total population, the number of persons under 40 years of 
nearly two million less, as shown by the following estimates 
n, by age groups.‘ 


lebted to Miss Edith Strickland of the State Department for her assistance 
aking the population and labor force estimates contained in this paper. 
st to note that beginning in the early 1950’s the number of women of child- 
line markedly and population is likely to fall thereafter. This inevitable 
n of child-bearing age may be offset by larger families. If, for example, the 
f 66.1 per 1000 women aged 15-49, which was evidently the highest in 20 
tained, the population would increase rather than decrease during the late 
50,850,000 by 1964. 
mission on Population, appointed in March 1944, is now conducting a compre 
tigation in the causes and consequences of recent and prospective changes in 
tion 
tes for 1939 are based on the Register General’s figures for England and Wales, 
account of persons in the British armed forces and of the populations of 
Northern Ireland. Estimates of persons born after 1939 are based on pre-war 
ty rates in England and Wales. Recent pre-war German mortality tables were 
the number of persons in each annual age group that would normally live 
en adjustment was made for war casualties. No adjustment was made for 
gration to or from the United Kingdom. 
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Age Group 1939 1952 Change 
(In thousands) 

0-15 11,137 10,813 — 3% 

16-39 18,469 16,876 —1,593 

40-64 13,937 15,799 +1, 862 

65 and over 4,266 5,335 +1,069 


Total 47 ,809 48 823 +1,014 


In view of the prospective increase in the school-leaving age to 
the labor force will be drawn from the 38 million persons who will } 
over 15 years old in 1952. By a series of deductions, shown below, t 
total labor force in 1952 is estimated at 23.3 million, and the civiliz 
labor force at 22.6 million. (Unlike official labor force statistics. thi 
estimate covers Northern Ireland and includes female workers over 5 
male workers over 64, and domestic servants of all ages.) 


Persons age 16 and over in 1952...............200ee00: 
Less 
(1) Students. . 
(2) Unemployables, age 16-64 
(3) Employable women, age 16-64, who will not seek employment 
(4) Employable men, age 16-64, who will not seek employment...... 
(5) Persons over 64 who will not seek employment. ... 


Total labor force 
Less persons in armed forces. 


The most important deduction—and the one about which ther 
most uncertainty—is the number of employable women who will no! 
seek outside employment when all legal compulsions for doing so ar 
withdrawn. On the one hand, it is reasonable to suppose that full e 
ployment, better wages for women, and the fact that more women wi 
have received vocational training and will have become accustomed t 
economic independence will cause more women to seek work in 195. 
than sought work in 1939. On the other hand, the number of womer 
aged 50-64 will be 440,000 greater than in 1939 and those aged 16-4 
will be 475,000 less. Moreover, a larger number of young women will bx 
students. On balance it would appear that about one-quarter of thi 
wartime increase in employed women aged 16-64 will continue after t! 
war; in other words, 41 per cent of women aged 16-64 who are nol 


5 The recently enacted Education Bill stipulates that the school-leaving age is to be rais 
to 16as soon as school facilities can be provided, and teachers trained. The raising of the sc! 
leaving age to 15, effective April 1, 1947, has already been announced and it is probable tha! 
the school-leaving age will be raised to 16 before 1952. 
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ts and not unemployable will seek employment in 1952, compared 
7 per cent in 1939 and 48 per cent in 1944. 
mate (750,000) of persons in the armed forces in 1952 is less 
thirds the number which the government expects to have in 
.rmed forces at the end of 1946.6 A full-time military force in excess 
750,000 would probably require compulsory service of over 12 months. 
ber of able-bodied boys reaching the age of 18 in 1952 will be 
300,000, and it is unlikely that more than 450,000 additional 
ll enlist voluntarily. (In June, 1939, after an intensified re- 
1g campaign and with a war looming ahead, voluntary recruits for 
ned forces and auxiliary services totalled only 477,000.) On the 
hand, conscription and full employment will tend to lessen the 
| voluntary enlistments; on the other hand, if military pay 
her benefits) should be increased more than civilian wages (and 
rvices), long-term military service might become more attrac- 
years’ conscription, which would probably be necessary to 
a full-time military force of 1,000,000 is most unlikely. 
tal civilian labor force in 1939, including nearly one million 
| 15-year-olds, appears to have been 22.9 million.’ Thus, the esti- 
ivilian labor force in 1952 will be about the same, or slightly 
in 1939. The 1952 civilian labor force, working possibly fewer 
per week, will have to support a population one million larger 
1939. 
ther income per person in 1952 will be less or more than in 1939 
nds not only upon the size of the labor force relative to population 
Times of March 5, 1946, reported Mr. Attlee as having announced to 
e previous day that the government aimed to reduce Britain’s armed forces 


by the end of 1946. Of the 1,200,000, about 100,000 would consist of trainees 
nce would be distributed as follows: Army, 650,000; Air Force, 275,000; Navy, 


can be reconciled with the figure for the civilian labor force given in the 
r Gazette of November, 1945, as follows: 
(In thousands) 
for mid-1939.... 19,273 
llow for 
servants and other categories of workers in Great Britain ex- 
official statistics 


545 
ile 1,400 

rkers (other than domestic servants) in Great Britain 
les age 65 and over... ; ; 660 
es age 60 and over.. 434 

f all ages in Northern Ireland 

200 


3, 664 
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but also upon (1) the quality of the labor force, (2) the extent to whic 
the labor force is employed, (3) the complement of capital equipment 
and the quality of managerial direction, and (4) the amount of ne 
receipts of interest and dividends from abroad. The change, if any. . 
the ‘‘quality” of the labor force is most difficult to assess but som: 
pertinent observations can perhaps be made. 

The remarkable prospective increase in the average age of the civilian 
labor force, as a result of the exclusion of 14- and 15-year-olds, the 
larger withdrawal of young men into the armed forces, and the changed 
age composition of the population, is reflected in the following estimates 
of the labor force in 1939 and 1952 by age groups. 


Age Group 1939 1952 Change 
(In thousands) 

14-15 973 0 — 973 

16-39 12,490 11,785 — 705 

40-64 8,580 9,642 +1,062 

65 and over 894 1,141 + 247 

Total 22,937 22,568 — 369 


The significance of the change in the age composition of the labor fore 
is debatable. So far as this writer knows, no studies have ever be: 
undertaken to discover whether absenteeism is greater or less among 
older workers than among young workers. Likewise, it is not know 
whether the greater adaptability and other characteristics of young 
workers are more than offset or less than offset by the vocational ex 
perience and other characteristics of older workers. Another 
certainty is to what extent services performed by 14- and 15-year-old 
boys and girls may be discontinued and the effect of such discontinuance 
upon the productivity of other workers. The writer’s guess is that 
the change in age composition will tend to raise average labor produc- 
tivity. 

By 1952, British workers will probably be more healthy than in 193% 
the lower income groups even now receive better medical attention an 
more protective foods than they received in 1939, and by 1952 medical 
services will have been greatly expanded and the caloric value of io 
rations will have increased; housing will be at least as good as in 1939 
and working conditions in factories will be better. The number 0! 
workers enrolled in vocational training courses has greatly increase¢ 
and by 1952 this expansion of enrollment will more than compensat 
for the diminution of apprenticeship training during the war. 1! 
morale of workers may be improved by selective nationalization, | 
employment, a stronger bargaining position vis d@ vis employers, & 
tended social services, and a generally improved political situation. 

All in all, the “quality” of the civilian labor force is likely to be better 
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1052 than in 1939. Other factors, however, must be considered before 

ange in output per worker can be estimated. 
1938 about 2,600,000 workers were unemployed.* The unemploy- 
nt figure for 1952, used below, is 900,000, equal to 4 per cent of 
estimated civilian labor force. This figure may be too high, in 
the progress already made in establishing new factories in 
pressed areas’ and the prospect (discussed in Section VII) that 
ere will be no deficiency in the aggregate demand for goods and serv- 
s. Wartime experience for whatever it is worth suggests that un- 
yment may average very much less than this when there is a 
effective demand for labor. However, taking account of possible 
r strikes, the fluctuations in foreign demand for export goods, and 
ssible causes of unemployment in peacetime, 4 per cent is 

a reasonable estimate. 


III. Capital Depletion since 1939 


war national capital of the United Kingdom, exclusive of 
ls, armaments, gold, and overseas investments, was roughly 


{14 billion distributed about as follows:? 
(In millions 
of pounds) 
s’ goods: 
eclusive Of Property 800 
rial and commercial equipment and stocks....... . 6,200 
ings, equipment and livestock. . . 500 
ers’ goods: 
g ient and other public bodies: 


During the war about £1.2 billion of this capital was destroyed by air 

iment and submarine attack and the remaining capital stock 
was probably depleted to the extent of about £1.3 billion (at pre-war 
rices). Some of the bomb damage had been made good by the end of 


ind under-maintenance is partly offset by surplus war goods 
; value for peacetime uses, so that net capital depletion by the 


ig this estimate, the unemployment rate for non-insured workers was assumed to 
vo-thirds the rate for insured workers, which was 12.9 per cent. 
er has boldly, perhaps indiscreetly, juggled some of the valuation figures of H. 
Public and Private Property (Oxford Univ. Press, 1939), in order to get estimates 
the above classifications. J. R. Hicks, The Social Framework (Oxford, 1942), 
iin rough adjustments in Campion’s figures, including the separation of houses 
ildings, which the writer has used. 
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end of 1945 was possibly only £1} billion (at pre-war prices), equal to 
per cent of capital goods, other than land, roads, and armamens: 
situated in United Kingdom before the war. The following itemizatio, 
is an attempt to estimate net depletion up to the end of 1945. All of th, 
figures, including official estimates of non-war capital formation, may }y 
very inaccurate; in some cases, the figures are no more than informed 
guesses. 

In millions of 


pounds at 
1938 prices 
Destruction caused by direct war damage less repairs and replacements: 
1. Buildings and other property on land...................... “es only Le 
2. Merchant marine.............;.. Sou 
Net depletion as a result of failure to maintain stocks, make repairs, and | pro- 
vide for obsolescence: 
1. Government property. .. 75% 
4. Other durable consumers’ goods. . 
— 2,00 


Peacetime value of installations and goods manufactured for war purposes, includ- 
ing surplus property purchased from United States Government but excluding 
Net reduction in non-military capital goods situated ii in United Kingdom. er it 


The most conjectural of all the above figures is that of surplus war 
property. The British government in a memorandum presented during 
the recent Washington negotiations stated that “‘while these assets 
[‘capital formation in the form of government war expenditure’) ma) 
have some peacetime use, their value for this purpose is not likely to be 
large.’’"* This judgment would seem to be too pessimistic. War expend 
tures in 1939-44 for industrial facilities (factory buildings, plant equip 
ment, coal mining machinery, docks, harbor works, public utilities, et: 


1° Total damage to property has been estimated (see Statistical Material Presented Durin 
the Washington Negotiations, Cmd. 6707, p. 13), as being equal to £860 million at 1938 replace 
ment costs. Up to the end of 1944, £195 million at current prices had been incurred in making 
good war damage. 

't The net reduction in the size of the merchant marine between September 3, 1959, an¢ 
the end of 1945, exclusive of “returnable ships,” was about 5.8 million deadweight tons. Taking 
£9 per ton as an average valuation for the pre-war fleet, the value (at 1938 replacement costs 
of the 5.8 million tons lost and not replaced is £52 million. The depreciation of original anc 
remaining fleet is presumably included under subsequent headings (see footnote 12). 

12 These figures are official estimates of “private net capital formation” and “net non-w# 

capita] formation of public authorities” for the period 1940-44. (An Analysis of the Sour: 
of War Finance and Estimates of National Income and Expenditures in the Years 1938 to 1? 


Cmd. 6623.) It should be noted that these figures are residual items, not based on Meact et 


mates of constituent outlays. Moreover, the greater part of depreciation, normally met 


of private outlays on current repair work, is excluded from capital account so that the abovt 


figures probably understate the amount of capital depletion of producers’ goods. 
'S These figures are estimates made by the writer. 
‘4 Cmd. 6707, see n. 10. 
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+t to £1,300 million, and presumably most of these facilities will 

.ve substantial use in a peace economy. Even among war goods less 

ain rtible and/or less durable such as motor vehicles (£686 million), 

-craft, naval vessels, ordnance, etc. (£7,134 million), clothing and 
er non-combat supplies (£1,000 million) airfields, camps, depots, 

£680 million), and remaining goods other than food (£1,267 
there will certainly be a substantial residue having peacetime 
aiue 

In addition to expenditures at home, £3,597 million were expended 

| a small part of which went to pay for the import of equipment 

‘or post-war production. Also about £100 million of surplus war 

y of the United States government has been acquired.” Any 

ate of the peacetime value of all the surviving goods and installa- 

nanufactured for war purposes involves a good deal of guessing, 

bearing in mind the large outlay for permanent installations, such 

tories, machine tools, power stations, harbor facilities, airfields, 

ids, and hospital equipment, the judgment expressed in the White 
Paper cited above is probably mistaken. 

Housing and other durable consumers’ goods have certainly been 
tly depleted, but whether the aggregate of producers’ goods has de- 
ised or increased is conjectural. If commercial and industrial prop- 

onstituted one-fifth of the total bomb damage not replaced, and if 
lucers’ goods constitute four-fifths of the present value of surplus 

r property, then the above estimates suggest that the stock of pro- 
ers’ goods has been depleted by £450 million, or by about 5 per cent, 

1939. If, however, the value of government-owned surplus war 
ks should turn out to be 50 per cent larger than estimated above, 

e present stock of producers’ goods must be roughly equal to the pre- 

CCR, 

A sur ey of the capital position of individual industries tends to con- 
the above computation that there has been some net depletion in 
lucers’ goods. The deterioration of railway buildings, roadbeds, and 

ghways has been substantial; and the average age of both railroad 
ng stock and automotive transport has greatly increased. Shipping 
nage is 25 per cent less and ships now in use are on the average in- 
r to those in use in 1939. In the case of mining, there have been 

some capital additions, particularly in surface mining which is relatively 
portant, but on balance there has certainly been capital depletion, 


true value of such property may be more or less than £100 million. The only public 
n of the value of such goods is the reference made thereto in the Joint Statement Re- 
iid, Surplus War Property and Claims that the amount due from the United Kingdom 
nclude “A net sum of $532 million for all other Lend-Lease and Reciprocal Aid items, 

surplus property and the United States interest in installations located in the United 


Kingdom and owned by the United States Government.” 
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which is reflected in the marked reduction in output per man-shift, from 
1.17 long tons in 1939 to 1.00 long ton in 1945." 

In the iron and steel industry there has been net depletion, sinc 
most of the wartime additions to plant will not be useful in meeting 
peacetime demands. In manufacturing, there has been marked capita) 
depletion in textile, paper, brewery, glass, pottery, and other industries 
that have been least essential to the war effort; on the other hand, in the 
light-engineering field and in certain branches of the chemical industry 
there has been large net capital formation when account is taken o/ 
government-built and equipped factories. 

Part of the 56 per cent increase in electric power output between 1939 
and 1945 is attributable to new installations. Harbor facilities have been 
expanded. In the construction industry there has probably been capital 
formation, as a result of the acquisition of American earth-moving and 
other equipment, the building of kilns to dry lumber, etc. In the dis. 
tributive trades and service industries, building deterioration (and ¢e- 
struction resulting from bomb damage) has been substantial and there 
has been a large depletion of stocks of goods for sale and of equipment 
(e.g., cutlery and table linen of restaurants, gasoline pumps and stocks 
of automotive parts carried by local garages, shoe-repair machinery, 
and laundry equipment). In the case of agriculture, the livestock popv- 
lation has been reduced, grasslands have been plowed up, the soil has 
been depleted to some extent, and buildings have depreciated; however, 
such depletion and depreciation have probably been more than ofiset 
by an increase of roughly £100 million worth of farm machinery.” 

The depletion of net external assets was much greater than the net 
depletion of domestic capital. Recorded disinvestment between Septem- 
ber, 1939, and July, 1945, totalled £4.2 billion, of which £1.1 billion 
resulted from the sale and repatriation of overseas investments, £29 
billion from the increase in obligations, and £.2 billion from the decreas 
in gold and dollar reserves.'* Actual transfer abroad of securities was 
probably larger and also the destruction and depreciation of British- 
owned property in Europe and the Far East must have been substantial 
Despite the probable excess of external liabilities over external assets 11 
1952,'® the United Kingdom will continue to have a net income on ac 


16 See Table 26 of Monthly Digest of Statistics No. 1, January, 1946. 

17 See press reports of address by Minister of Agriculture at Birmingham on September 1, 
1945S. 

18 Cmd. 6707, op. ctt., pp. 10-12. 

19 Prediction regarding the extent to which external assets may exceed external liabilities 
hazardous not so much because of the uncertainty regarding the size of the “transition deficit 
and the extent to which external obligations will be written down, but because of the un- 
certainty regarding the pre-war value of overseas investments and the extent to which retainec 
investments will have appreciated in value as a result of the increase in world prices and the 
decline in interest rates. 
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int of interest and dividends, because the average rate of interest on 
‘h sterling and dollar obligations will be under 2 per cent, whereas the 
e yield on overseas investments will be greater. 


an 


IV. Labor Productivity 


The presumption is that the productivity of British labor must now be 
preciably less than in 1939, unless other factors have compensated for 
lepletion of domestic capital. To be sure, the net depletion of pro- 
iucers’ goods is probably not in excess of two years’ normal net additions 
the stocks of such goods—and may be much less. However, labor pro- 
tivity is not unaffected by the excessively crowded housing condi- 
ns, resulting from the destruction and deterioration of houses and 
m the increase in population since 1939. The efficiency of workers is 
essened by lack of opportunities for relaxation and by an increase in 
mestic chores, discomforts, and anxiety. Moreover, the uneven dis- 
tion of bomb damage causes many workers to travel long dis- 
tances to and from work and travel generally has become less pleasant 
and often difficult. 
The adverse effects of capital depletion upon labor productivity may 
artly offset by greater output per worker in the distributive and 
trades. Under conditions of full employment, store clerks, 
resses, ticket-takers, and other employees of “‘tertiary indus- 
y will probably handle more customers than they did before the 
yar when there was substantial unemployment.*® For many years, 
butors will not offer as great a variety of goods as formerly, or as 
many supplementary services (including prompt service, which re- 
ires salespeople “waiting to serve’’). Also “labor scarcity” will re- 
ice, as compared with the pre-war years, the number of low-paid 
mestic servants and casual employees. 
[he adverse effects of capital depletion may also be partly offset by 


Lue 


ew inventions, improvements in production methods not dependent 


n new capital, and by the greater efficiency of such capital goods as 
uave been installed since 1939." The following observations may serve 


to indicate the significance of recent inventions and the extent of im- 


ovements in production methods. 


* Quite apart from restrictions on employment in “unessential industry” which have tended 
ause store clerks, waitresses, conductresses, etc., to work harder and longer, there appears 
be a tendency toward increasing returns, in the short run at least, in most distributive and 
rvice trades. In manufacturing, on the other hand, the pre-war variations of employment and 
{indicate a fairly constant relationship. 


“ Improvements attributable, on the one hand, to new capital and, on the other hand, to 
‘nged methods of production are often difficult to disentangle; indeed, the distinction is 
tually blurred in the case of many improvements which require both special capital 

ns and changed techniques, neither of which would be practical without the other. 
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Government research laboratories were greatly expanded and thp 
exchange of information with the United States further increased th; 
store of technical information. (The opinion has been expressed that thy 
United States may have gained more than the United Kingdom by thy 
exchange, since the United States possessed large, well-equipped labors. 
tories and engineering capabilities to exploit the discoveries of Britis) 
scientists.) Striking technological advances were made in the develop. 
ment of new weapons, but by and large the technology of peacetime 
industries has advanced far less than the technology of these industrie: 
would have been advanced under peacetime conditions. Moreover, sing 
the lag between revolutionary inventions and their commercial exploits. 
tion on a large scale is typically a couple of decades, the more important 
recent inventions (such as those in the fields of electronics and nuclear 
physics) are unlikely to affect national income materially in the next 
few years. 

In the realm of plant management and product design, a few indus. 
tries have gained a good deal from their wartime experience in product 
standardization, job specialization, organization of assembly lines, and 
other techniques of mass production. This experience, however, has for 
the most part been restricted to certain branches of the light engineering 
and building industries, employing fewer than 15 per cent of the labor 
force in peacetime. The improvements to date in the coal, iron and steel 
textile, paper, pottery, leather, brewery, food processing, tobacco, and 
other peacetime industries have been slight. 

Those who talk of the great fillip given to British industry by th: 
introduction of American production methods usually have in mind the 
increases achieved in a few war industries where mass production was 
most feasible; they do not take account of the over-all capital depletion 
they forget that in other peacetime industries, assembly-line methods 
must be preceded by standardization, the introduction of special plant 
equipment, and accompanied by new marketing methods; finally, the) 
not only overestimate the direct impact of recent technological develop 
ments on non-war industries, but they also fail to realize the barries 
of unconcern that separate industry groups. 

Likewise, the contention that the general level of managerial com 
petence has somehow been raised is probably not valid. For six years 
many young men who would normally have received business training 
have been compelled to serve in the armed forces and have gained litt! 
or no industrial experience. To be sure, many deferments from militar) 


service have been made, the most notable being the sweeping exemption 
granted to technically trained men and to students of the physica 
sciences and of engineering, but most deferred persons have worked 0 


problems unrelated to those of industry in peacetime. 
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Kaldor, in estimating future national income, assumes a 13 per cent 
‘ease in output per man-hour in 1948 over 1939. This figure, which 
» average for all workers (including those in the distributive and serv- 

es, who comprise 40 to 50 per cent of the labor force) is derived 

ly by projecting an annual increase of 1.3 per cent over this 10-year 
This figure, which he chooses because it is an average of the 

tes of annual increase in the two periods, 1914-24 and 1924-35, he re- 
rds as the ‘minimum probable”’ and says: “It appears fairly certain 
various statements made by responsible authorities) that the 
rease in productive techniques in the course of the present war is 
ore substantial than that of the last war; and it is by no means 
bable that when peace returns the rise in productivity will be 
nd to be even greater than what would have resulted from a mere 
tinuation of pre-war trends.’™ It should be noted that Kaldor’s 
re of a 10 per cent increase in productivity per man-hour between 
i4 and 1924 follows from a 10 per cent reduction in working hours, 
home-produced real income per head was about the same in both 
is. Much of this increase in average man-hour productivity was 
tless directly attributable to the reduction in the excessively long 

irs of work in 1914, and it is not, therefore, valid to project such a 

It is remarkable that Kaldor, when comparing the effects of the 
great wars upon labor productivity, makes no mention of the 
is depletion of domestic capital since 1939. 

[he writer’s guess is that output per employed worker will be about 

same in 1947, after the initial difficulties of reconversion have been 


vercome, as it was in 1938. It remains to estimate the increase in 


ctivity that is likely to occur in the five years, 1948-52. 
I the period, 1924-38, there was substantial unemployment 
net capital formation was much less than it would otherwise have 
averaging probably about £300 million a year. Also the occupied 
ion increased by 11 per cent, so that roughly half of the new 
was required to provide the additional workers with housing 
ols of production. Consequently, the average annual increase in 
al goods of all kinds was probably less than one per cent. 
Aiter 1947, annual net capital formation will be larger as a result of 
re nearly full employment and of the deliberate restriction of con- 
tion; also foreign credits, and possibly reparations to a small 
ay tend to augment capital formation during this period. Fur- 
re, almost all of the new capital will be available for a more in- 


Lidl 


1 


tensive application. The population of the United Kingdom by 1952 


be only 2 per cent greater than in 1939 and the civilian labor force 


H. Beveridge, Full Employmeut in a Free Society, Appendix C (by Nicholas 
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will probably be the same or slightly less than in 1939, Consequently, ; 
more rapid rate of increase in capital per worker is to be expected during 
1948-52. Moreover, since housing i is likely to constitute about the sams 
fraction of capital formation in 1948-52 as in 1924-38, the rate of jp. 
crease in the stock of producers’ goods per worker should also be much 
greater. The writer’s estimate of the annual increase is about 3} per 
cent a year, or 19 per cent in the five years, 1948-52. 

If the amount of capital used in production were the only factor a. 
fecting output, then it would be reasonable to suppose that the rate oj 
increase in output per man-hour would be less than the rate of increas 
in the stock of producers’ goods. But there are, of course, other factors, 
As concluded in Section II above, the quality of the labor force may be 
expected to rise as a result of improved medical care, more food, slightly 
better housing, better working conditions, increased vocational train- 
ing, and higher morale; this factor may be significant enough during 
1948-52 to increase output per man-hour by about 5 per cent. Also 
small allowance must be made for improvements in methods of produc 
tion and distribution, not primarily dependent upon capital formation 
Consequently, output per man-hour of the civilian labor force may very 
well increase at roughly the same rate as the stock of producers’ goods, 
namely 33 per cent a year, or 19 per cent in the five years 1947-51. 

However, part of the increase in output per man-hour will doubtless 
be offset by a decline in working hours. In October, 1938, the average 
work week of nearly six million wage earners in those industries covered 
by the Ministry of Labor’s inquiries was 46.5 hours. In July, 1943, the 
average was 50 hours and in July, 1945, 47.4 hours. The writer’s guess 's 
that the over-all reduction in 1952, compared with 1939, will be about 
5 per cent. 

Therefore, the increase in output per employed worker from 1948 to 
1952 may be put at 14 per cent, or 2} per cent per year, and in view 0! 
the previous judgment that labor productivity would be about the 
same in 1947 as in 1938, it follows that the increase in 1952 over 1938 
will also be 14 per cent. 

This procedure of estimation is admittedly unsatisfactory. It is not 
so crude, however, as the mechanical projection of the past trend o 
productivity,¥ which disregards the unprecedented effect of the wat 


* To project separate trends for agriculture, mining, heavy industry, textiles, light engineer 
ing, the distributive services, etc., and then to weigh each group by its past contribution to 
national income would be even more absurd because of the very unequal effect of the war upo. 
capital goods in various industries and because of the marked change in the distribution 
employment. Moreover, the data necessary for estimating changes in output per worker lot 
various groupings of workers is very inadequate and therefore the estimation of past tren® 
would necessarily be unsatisfactory. 
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| formation and the radical change in population trends that 
occurred. Perhaps equally important, such a projection of 
nges in labor productivity disregards the very real prospect 
will be nearly full employment, at least during 1948-52, and 
formation will be much more rapid than it was before the 


V. National Income in 1952 


By adopting the above judgments regarding the size of the civilian 
ce in 1952, the extent to which this force will on the average be 
ind the average increase, compared with 1939, in output per 
worker, estimation of the product of the civilian labor force, 

38 prices, is merely a matter of arithmetic. 


1938 1952 


20,338,000 21,665,000 


labor force, at 1938 prices (in millions of 


product of the civilian labor force may be 21 or 22 per cent 
in 1938 because more persons will be at work and their 
tput will be greater. 
iins to take account of net income from abroad and of pay and 
; to members of the armed services. Domestically produced 
supplemented in 1938 by net receipts from abroad of £210 
account of interest and dividends. In 1945, these receipts 
bout £100 million,™ equivalent to 50 or 60 million pounds 
prices. By 1952, net receipts are likely to rise to about £130 
ut their purchasing power will be only about £65 million at the 
ce level. 
| allowances (in cash and in kind) of that part of the labor 
ved in military service were £78 million in 1938. At 1938 pay 
in armed force twice as large as that which was maintained 
ld require an expenditure of £156 million. Actually the real 
juired to attract an equal number of volunteers in 1952, 
litions of full employment, wi!l have to be larger and this will 
ransfer of real income from the civilian to the military sectors 
abor force. However, consistency requires in this instance that 
t the 1938 valuation of a soldier’s services and not regard an 
his remuneration as an increase in real national income. 


+ 


cit., p. 10. 
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An estimation of net national income in 1952 can now be made: 


(In millions of pounds 
1938 1952 


Product of civilian labor force measured by 1938 prices.................. 4,400 5, 345 
Net overseas income on account of interest and dividends in terms of 1938 

Pay and allowances of armed forces at 1938 schedules................... 80 155 
Net national income measured by 1938 prices.............000-eeeeeeeee 4,690% 5 S65 


VI. Division of the National Product 


The division of the national product that occurred in 1938.” and 4 
conjectural division for 1952, such as is likely to afford a sort of political 
equilibrium among competing demands of the various claimants, are as 
follows: 


1938 1952 
Thousands Thousands 
of pounds % of 1938 86% 
pounds 
Consumers’ goods and services: 
1. Purchased by individuals and non-profit- 
2. Purchased by public authorities........... 435 v3 650 12 
Capital formation (net): 
2. In United Kingdom..................... 365 6.3 470 8 
Net national product. 4,690 100.0 5,565 100 


With population in 1952 one million greater than in 1938, presumabl} 
about £4,130 million of consumers’ goods and services, in 1938 prices, 
would be required to restore the 1938 level of consumption. But because 
of the enormous depletion of consumers’ goods and the abnormal volume 
of necessary repairs and replacements, the 1938 level of consumption 
can be restored only by an output per person above that of 1938. 

The above estimate of consumers’ goods and services in 1952 allows 
for a 10 per cent increase over 1938. About half of this increase is likely 
to be accounted for by increased purchases by public authorities of 
medical, educational, and other social services. As a result of increased 
social services and more equitable distribution of food and clothing, 
consumers will be appreciably better off in 1952 than in 1938. As com- 


* The official estimate of net national income at factor cost (i.e., after deducting indirect 
taxes) has been raised by £70 million to adjust for inventory losses resulting from price 
chi ange s in order to arrive at the value of the national product at constant prices. 

* The division of national product in 1938 can be computed from data given in Cmd. 6623, 
especially Table 7. The above figures exclude indirect taxes of £638 million; subsidies of 4 £15 
million are included in the figure for consumers’ goods and services purchased by individuals 
and non-profit making bodies. 
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with 1943 and 1944, the output of consumers’ goods and services 
nearly 50 per cent higher.’ 
size of the armed forces predicted above is twice that of 1938 and 


xpenditures (measured in 1938 prices) were also twice as great, £700 


would be required. However, in 1938 the armament program was 
way so that this comparison is not relevant. From 1925 to 1936, 


| there was no appreciable change in the size of the forces and no 


nent program, full-time personnel averaged under 350,000 and 
lefense expenditures were about £115 million. In 1952, pay and 
nces to military personnel are likely to be higher relative to the 
is of civilian workers; maintenance expenditures of the greatly 
nded military establishment will be proportionately greater than 
ase in personnel, despite the present surplus of many supplies; 
expenditure on new weapons will surely be several times 
than annual expenditures in the period 1925-36, when equip- 
generally deteriorated and became obsolete. Consequently, an 
late military establishment commensurate in size with the pro- 
tive number of persons in full-time service may require about £500 
1938 prices (exclusive of indirect taxes on goods purchased) 
s constitute about 9 per cent of net national expenditures at 
ost, compared with 7.5 per cent in 1938, and 50 per cent in 1944. 
ne-third of the military outlay will be required for pay and 
ices, and the balance for operational expenses, repairs, develop- 
work, and the manufacture of new weapons. 


tis plausible, and probably valid, to argue that the United Kingdom 


militarily stronger 10 or 20 years hence if resources were cur- 
diverted from maintenance of a military establishment to the 
of industrial capital, especially in view of the possibility 
the present types of weapons and the present type of military 
ng may have much less defensive value in the future. However, 
british leaders are alert to present dangers and there is no likelihood 
security in the near future would be sacrified for security in the 
t iuture even if the choice were recognized. 
government will probably have committed itself to repayments, 
| dollar and sterling obligations, equivalent to about £50 million 


1938 prices. If these repayments are financed out of current income, 


£50 million fewer goods and services will be available for domes- 
A net outflow of capital may, of course, not occur; indeed, if 


prospective yield on new investment is greater at home than abroad, 


ers’ expenditures (adjusted for price changes, indirect taxes, and subsidies) were 
er in 1943, and 20 per cent lower in 1944, than in 1938. These figures do not take 
the marked qualitative deterioration of goods and services. On the whole, 
c expenditures for current civilian consumption probably yielded 25 per cent 
tion thar 92 
400 Loan in 1938. 
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it is to the advantage of the United Kingdom to finance necessary capj. 
tal repayments by borrowing or by the sale of overseas investments 
However, in the absence of foresight about comparative yields, jt js 
probably best to assume that repayments on dollar loans, commencing 
in 1951, will be financed out of current income. ; 

The housing goal appears to be about 400,000 new houses annually 
This goal can probably be achieved by 1952, when the bulk of the pres. 
ent backlog of repairs has been reduced and when the manufacture of 
building supplies and the partial prefabrication of houses will have been 
greatly increased. If it be assumed that 200,000 new houses plus normal 
repairs to old houses approximately offsets annual depreciation and 
obsolescence, then the balance of residential construction can be re- 
garded as net capital formation. New houses, which, on the average 
will have 20-30 per cent more floor space and will be better equipped 
than houses built before the war, will probably be worth about £75) 
apiece, in 1938 prices, so that about £150 million of net capital formation 
will consist of residential construction. 

The London Economist has strongly objected to so large a diversion 
of resources to housing. It has argued that the need for industrial re- 
equipment is more urgent, that the number of families is likely to com- 
mence to decline in a decade or so, and that it is desirable to reserve a 
substantial part of the rehousing program for the time when there me) 
be prospect of unemployment. But regardless of whether one deplores or 
applauds the large allocation of resources to housing, it appears that 
such an allocation is politically necessary and that the government is 
getting on with the job. 

The remaining £320 million of national product will be available for 
reéquipping and expanding domestic agricultural, industrial and com- 
mercial facilities and for increasing stocks of raw materials, goods in 
process of manufacture, and finished goods in the hands of distributors 
This is probably more than has been made available for such purposes 
in any past year and would probably be sufficient to prevent a further 
widening of the gap between British and American labor productivity 
Indeed, if the more up-to-date factories were operated two or three 
shifts a day, the increase in labor productivity might be such as to 
duce the gap. At present, however, it is impossible on the basis of pub- 
licly available data to predict, except perhaps in the case of coal, how 
much new investment is necessary to achieve a specific increase in labor 
productivity. It is in the drawing up of specific investment plans for in- 
dividual industries and in estimating the marginal yields (in terms ©! 
real savings of labor and materials) of such investments that the most 
constructive planning could be achieved. 

In the case of coal mining, an investment of £200 million wows 
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cal -ohably double output per man-shift and make possible an output of 
ents 15 n long tons annually by 450,000 employees,”* compared with 
r n tons by 709,000 employees in 1945. It is pretty clear that 
nes should be permitted to make large capital expenditures. 

wever, capital outlays are likely to yield higher returns in 


al ‘he light manufacturing industries than in the heavy industries, such 
pres 5 st mstruction, and shipbuilding industries. It is not to be ex- 
re of nected that planning can indicate the optimum distribution of new 
be apital among industries, but a central planning body deliberately at- 
rma ‘tempting to maximize the yield of new investment in essential indus- 


iid doubtlessly effect a greater over-all increase in labor pro- 

than is likely to occur otherwise. In the absence of such a body 

ag with professional advisers, political pressures and popular misconcep- 

kely to be the sole determinants of the allocation of resources. 

ple, the irrational contention that export industries should be 

rity over domestic industries is likely to prevail even where 

tion for domestic use may be essential and may offer prospect of 
creater Marginal saving from a given amount of new investment. 


VII. The Prospect of Full Employment 


It remains to consider the assumption that there will be no deficiency 
t tal demand for goods and services. 
From 1939 to the end of 1944, consumers purchased £770 million less 


ng and £703 million less durable household goods than they 
ave purchased had the 1938 level of consumption been main- 
Moreover, there was considerable unemployment in 1938, and 
nge and attractiveness of consumers’ goods were less than they 
likely to be in the future. Since the amount of such goods annually 
ay le for domestic purchase probably will not reach even the 1938 
intil about 1950, and since the increase in personal savings, com- 
with 1938, will probably be much greater than the increase in 
lity prices, the demand for durable consumers’ goods is likely to 

ally large until 1955 or thereabouts. 
in 1945 there were about 12 million habitable houses in Great Britain. 
1952, nearly a million additional housing units will be needed to 
e 1945 deficit and the further increase in families by 1952. 
most of the building labor force will be engaged in maintenance 


gures are based on the estimated developmental costs of a new coalshaft recently 
t New Calverton in S E Notts, the modernization programs of 10 companies sum- 
Appendix IV of the Reid Report (Cmd. 6610), and the opinion of an American 
gineer with experience in Britain regarding the average cost per ton of annual pro 
eveloping new mines. Also, other scattered data on the cost of opening new mines 
ing old ones tend to confirm the above judgment of what an investment of £200 

nt achieve. 
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and repair work for several years and since part of the new construction 
achieved in 1946-47 will consist of work in progress, it is unlikely that 
more than 1} million houses will be completed before 1952. Thus, the 
prospective construction of new houses during 1945-51 will provide re. 
placement for less than 5 per cent of existing houses. 

Since about 6 million houses in Britain will be over 50 years old iy 
1952 and since about 2 million others will be 30-50 years old, the re. 
placement need is apparent. After 1952, when the backlog of repairs js 
eliminated, a building labor force of one million could probably be 
utilized until 1970 or 1975 replacing pre-1914 houses and commercial 
buildings and performing normal maintenance work. (Actually, of 
course, many of the 43 million houses built between 1919 and 1939 were 
very poorly constructed and will need replacement more urgently than 
some which were built before 1919.) A program of this magnitude, in- 
volving the elimination of many urban slums, would require large sub- 
sidies for which there is sure to be strong popular support. 

The outlay for medical, educational and other social services, pro- 
vided mainly by the government, will be stabilized at a much higher 
level than that of 1938. 

The demand for private producers’ goods will be sustained for many 
years not only by expanding consumer demand but by the backlog oi 
deferred maintenance and by extensive obsolescense. In addition there 
will be a large unsatisfied demand for public undertakings, such as air- 
ports, roads, schools, and clinics. Also, the government may stockpile 
certain foods and raw materials as protection against temporary short- 
ages, price squeezes, and wartime blockade. 

The expansion of educational facilities will increase the number o/ 
students over 15 years old, and more generous old-age pensions will also 
tend to reduce the labor force. Finally, the demand for shorter hours will 
be more insistent as the standard of living rises. 

It is almost certain, therefore, that there will be no deficiency of effec- 
tive domestic demand for goods and services in 1952, and for several 
years thereafter. Should economic depression in the United States re- 
duce world demand for British exports, the United Kingdom could 
temporarily maintain employment in most export industries by allotting 
a higher fraction of the output to the domestic market. 

Thus, for the first time since World War I, there is virtual certainty o! 
uninterrupted full employment in the United Kingdom for a decade 
hence. Yet, ironically, this situation comes at a time when the fear o! 
unemployment is most general and when there is great demand for tax 
concessions, subsidies, more generous unemployment insurance, and 
public works as a means of insuring full employment. To be sure, it is 
generally recognized that there will be full employment for three or four 
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rs. but there is no general realization that full employment for at 
st a decade is virtually assured. The unfortunate aspect of this mis- 
prehension is that labor unions which mistakenly fear unemployment 
years hence may not codperate fully in the introduction of labor- 
x machinery. Shorter working hours may be advocated on this 
nt. Also it is likely that many persons may cling to low-paid, but 
secure, jobs of the “personal servant” type simply because they 
ear being unemployed a few years hence if they take factory or other 
istrial jobs. Concern over unemployment may also lead to private 
ling of less social utility than alternative public expenditures which 
be deferred as a reserve against future unemployment. 
Even in the longer view there is a good chance of continued full em- 
nt in the United Kingdom not only because of the prospect of 
gh propensities both to consume and invest, but also because of the 
general recognition by a sophisticated electorate that unemployment 
n be avoided and that no cabinet that permits unemployment should 
retained in power. It may be that the maintenance of full employ- 
nt will require more and more governmental control over prices and 
wages to prevent monopolistic elements in the economy from restricting 
put and employment opportunities, and it may be that more in- 
tries will have to be nationalized if capitalists do not take advantage 
favorable investment opportunities. But the public is prepared for 
h measures. 
If the export industries were subjected to prolonged curtailment on 
unt of unemployment or increased protectionism in the United 
tates, the United Kingdom—n view of its strong bargaining position— 
ld probably form a trading association, excluding the United States, 
ich each member agreed to increase its imports from other mem- 
rs. Thus the shortage of dollars could be prevented from progres- 
vely reducing world trade. The changed composition of imports con- 
ent upon the transference of British purchases from the United 
tates to other countries would result in some disadvantage, but at 
east large unemployment could be avoided by such a planned main- 
tenance of international trade. 
hould the United Kingdom maintain full employment for 15 or 20 
ears, as it may very well do, its industrial capabilities would expand 
50 per cent or more and its social order would become increasingly 
stable. Labor productivity, though likely to remain less than in the 
ted States, would continue to exceed that of any other major coun- 
Chis is the principal reason for optimism. With respect to total eco- 
capabilities, the United Kingdom must inevitably be far out- 
ped by Russia and United States, whose populations are rapidly 
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SELECTED List OF RECENT INDUSTRY REPORTS BY 
BRITISH GOVERNMENT DEPARTMENTS 


BUILDING: 


Methods of Building in the United States. (Bossom Report) Issued by thy 
Ministry of Works. January, 1944. SO: 70-439. 
Contains some comparative data on costs and labor productivity jp 
Britain and America, but does not contain a detailed factual survey ths 
British building industry. 


Post War Building Studies (Nos. 1-23). Issued by the Ministry of Works 
SO: 70-441. 
These are more in the nature of guides to builders than industr 


studies, but they reflect the state of industrial development in a number 
of fields. 


Housing Manual, 1944. Issued by the Ministry of Works, September 
1944. SO: 70-454. 

Technical Appendices. November 1944. SO: 70-454-1. 

There have been other, mostly short reports on training for the bui 
industry, use of standards in building, placing and management of 
tacts, etc. Also there have been a number of formidable reports on | 
planning and land utilization. The much debated Barlow, Uthwatt, a 
Scott reports have been followed by the Town and Country Planning 
of 1944, the Greater London Plan, 1944, the Merseyside Plan, 1944, 
other reports on housing, city planning, and hydroelectric developmen 


COAL: 


Coal Mining: Report of the Technical and Advisory Committee (Reid } 
port). March, 1945. Cmd. 6610, 149 pp. 

This report, which contains a good factual survey and over 
specific recommendations for improving mining techniques, was su 
mitted by a committee composed not of outside experts but of manag 
and owners from within the industry. None the less, the report is hig 
critical of management in the coal industry. This report is reviewed 
A. Beacham in an article, “Efficiency and Organization in the Brits 
Coal Industry,” in the June-September, 1945, issue of the Econom 
Journal. 


Coal Report of United Kingdom Open Cast Coal Mission to the U miei 
States. Issued by the Ministry of Fuel and Power. January, 1945. = 
70 9999. 

Coal Mines Mechanization. by G. M. Gullick, mechanization adviser 
Ministry of Fuel and Power. September, 1945. 

Coal Mining Industry Quarterly Statistical Statements of Costs of P 
tion, Proceeds, and Profits of the Coal Mining Industry for the 3rd Quart 
of 1944 and the year 1945. Cmd. 6814. 


The report of the American Technical and Economic Mission t 
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ed Kingdom in June and July, 1944, sponsored by the Combined 
and Resources Board, has never been publicly released. 
the best recent non-governmental study of the coal industry 
! in Coal by Harold Wilson, published by Cole and Co., 1945. 
hy 
vit Gas Industry. Report of Committee of Enquiry. December, 1945. Cmd. 
ey 57 
IRON AND STEEL: 
orks Ret ‘the British Iron and Steel Federation and the Joint Iron Council 


Vinister of Supply. May, 1946. Cmd. 6811. 


f Cotton Textile Mission to the United States. Ministry of Produc- 
October, 1944. SO: 70-457. 
[his report contains a wealth of comparative data which is further 
nalysed by L. Rostas in an article, ‘‘Productivity of Labor in the Cotton 
in the June-September, 1945, issue of the Economic Journal. 


n. Working Party report published by Board of Trade. May, 1946. 


SO: 51-268-2. 278 pp. 
factual survey and good analysis. 


bution of Industry Act. June, 1945. 8 & 9 geo. 6 ch. 36 


1 Water Policy. April, 1944. Cmd. 6515. 
Fuel Policy. Report by the Fuel and Power Advisory Council. 


1946. Cmd. 6762. 
al Opportunities in the Developmental Areas. (Articles reprinted 
e Board of Trade Journal.) Issued by Board of Trade, March, 


ibove-listed government documents are available through the 
Information Services, 30 Rockefeller Plaza, New York 20. This 

y has available for distribution a pamphlet entitled, Select List of 
e Papers and Other Important Government Documents, covering the 
id September 1939 to September 1945, and also a booklist entitled, 
: Civilization and Institutions (4th ed.), compiled by the British 
The latter list includes private as well as government publica- 

ind covers the inter-war period as well. For a recent and fairly 
ehensive listing of studies of British industry, including those in 
nic and trade journals, the reader may wish to refer to the footnotes 
s 65-124 of Alfred Kahn’s Great Britain in the World Economy 


New York, Columbia Univ., Press, 1946). 
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MONETARY REFORM IN LIBERATED EUROPE 


By Frep H. Kiorstocx* 


Since the autumn of 1944 a large number of European countries, wit) 
a view to controlling the monetary and financial legacy of war and op. 
cupation, have embarked upon monetary reform experiments of grea; 
interest to the student of monetary theory and practice. While differing 
in detail from country to country, these reform programs have general)) 
provided for the withdrawal of most, if not all, of the outstanding note 
and for their conversion into new currency. In most cases, only , 
moderate part of the withdrawn currency has been exchanged, th 
remainder being blocked in bank accounts from which withdrawals o; 
transfers may be made only up to specified amounts or for specified 
purposes. Simultaneously, in most countries, the same or similar restri: 
tions have been imposed on all or part of the bank deposits existing a 
the time of the adoption of these measures. Subsequently the blocked 
balances resulting from these operations have been partly released and 
additional portions have been or are about to be absorbed by the issu 
of government securities and by special capital levies and war profit 
taxes. 

The broad objectives of most of these post-war monetary refor 
schemes have been to exert a restraining influence on the public’s ex 
penditures, to force people to seek employment by making them 
dependent on current income instead of past savings, and to deprive th 
public of funds with which to purchase in black markets. In some 
countries, the conversion of currency has been chiefly an instrument for 
the detection of concealed wealth held in monetary form and of incom 
tax evasion during the war period. An incidental purpose of the reforn 
measures has been to ascertain and cancel the amount of notes held by 
the enemy and lost or destroyed in the course of the war. Unification oi 
the currency has been another, though never the sole, objective 
countries where a multitude of currencies have been introduced during 
the war. This paper will attempt to analyze the results, techniques a! 
lessons of these monetary reform measures in liberated Europe against 
the background of the monetary and financial situation in the countries 
concerned.! 


I. Precedents for Contemporary Reform Measures 
While monetary reform may be “‘as old as money itself,’ an examiné 


* The author is an economist of the Federal Reserve Bank of New York. 


' For a bird’s-eye view of monetary reform in Europe, see my article, “Monetary Re 
struction in Continental Europe,” Commercial and Financial Chronicle, April 18, 1946 


? Paul Einzig, Monetary Reform in Theory and Practice (London, 1936), p. 4. 
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fits history yields few, if any, precedents for the major schemes 
review in this paper.’ It is true, however, that certain currency 
issued after the First World War exhibit some similarity to 
y monetary experiments in that they provided for a con- 
, of some part of the currency in circulation into forced loans.‘ 
hoslovakia’s currency reform decree of February 25, 1919, for 
ple, which authorized the stamping of all notes of the Austro- 


hat has been attempted in Europe in 1944-45. But though this decree 
ital levy which accompanied it was, in the words of Keynes, 
lrastic courageous and successful measure of finance carried 
igh anywhere in Europe at that epoch,’ in scope and compre- 
iveness it was substantially less ambitious than present-day mone- 
iry experiments. Greece’s currency reform decree of April 7, 1922, 
nder which all notes in circulation were divided into two, with one part 
nain in circulation and the other to serve as a bond bearing an 
rest rate of 63 per cent,’ is another measure worth mentioning in this 
ntext since it apparently served as a model for the reform experiment 
ried out in Finland at the turn of last year. 

e difference between contemporary monetary reform programs and 
e of the previous post-war era can be attributed to the much milder 
re of present-day monetary maladies. Most monetary reform pro- 
ms under discussion were carried out before inflation had achieved 
r proportions. To a considerable extent, they were of a prophylactic 
re in that their primary aim was to prevent price increases from 
ing momentum rather than to bring an already existing hyper- 
tion to a halt. In most cases, monetary stabilization schemes after 
e First World War were put into operation only following a protracted 
period of currency disturbances and not until inflation had run its course 
nd brought about a depreciation of the established currency units to a 
mall, and in several cases infinitesimal, fraction of their pre-war values. 


rotiable government bonds,’ is sometimes cited as an example for 
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1 history of currency reform in Europe before World War I, see R. G. Hawtrey, 
ind Credit (London, 1919). 
ra history of currency stabilization in Europe after the last war, see e.g., John Parke 
t, European Currency and Finance, U. S. Senate Gold and Silver Commission, Series 9, 
It (Washington, 1925); Elemer Hantos, Das Geldproblem in Mitteleuropa (Jena, 
ael A. Heilperin, Le Probléme Monétaire d’aprés-guerre (Paris, 1931); D. T. Jack, 
ion of European Currencies (London, 1927). 
s Rasin, Financial Policy of Czechoslovakia During the First Year of its History (London, 
Maynard Keynes, Monetary Reform (New York, 1924), p. 159. 
Pharmakides, ‘La Situation Monétaire en Gréce,” Reowe Economique Internationale 
ssels, December, 1922). 


Hungarian Bank and the conversion of 50 per cent of such notes into 
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In a few countries it then became necessary to establish an entirely ney 
currency system and to introduce a new unit of account. 

In sharp contrast to the procedure adopted in 1944-45 when th 
liberated countries of Europe converted the money introduced }y 
Germany and her satellites into new national currencies in a manner 
which reduced the circulation drastically, unification after the last war 
was in no case, except in Czechoslovakia, accomplished without further 
monetary expansion on a large scale.* In Poland, the currency unifica. 
tion of 1920 was accompanied by a sharp expansion of the circulation 
of Polish marks, and the establishment of a stable currency involved 
the exchange of marks into newly issued gold zlotys at the rate of 1.8 
million to 1.° In Hungary, the Note Institute, set up in 1921, converted 
all old banknotes and other paper currencies into an equal amount oj 
state notes. Stabilization was effected only after the currency circula. 
tion had reached 3,000 billion crowns in the middle of 1924.'° InBelgium 
where in 1944 monetary reform achieved a drastic contraction of the 
money supply, the conversion of German marks into francs in 1918-19 
was carried out without any major effort to withdraw currency from 
circulation and actually involved the recognition of the inflation of the 
occupation period.” 


Il. Monetary Developments in Europe During World War II 


The genesis, methods and characteristics of present-day European 
monetary reform programs can only be understood in relation to mone 
tary developments on the continent during the war. As elsewhere, the 
expansion of currency and deposits in German-controlled Europe was on 
a huge scale. But, unlike in most belligerent countries, the factors 
responsible for this expansion were largely of external origin. Centra 
bank financing of German exactions rather than of domestic war ex 
penditures have been primarily responsible for the growth of the money 
supply in occupied Europe. While in the United States and Canada rea! 
civilian consumption increased during the war,” it declined drastically 
throughout occupied Europe—not only because of German acquisitions 
of civilian goods, but also because of physical destruction and the 
disruptive impact of the war on the civilian economy. The gap between 
the income stream and the flow of goods and services available for con- 


8 Jack, op. cit., p. 12. 

® Young, op. cit., Vol. IT, p. 177. 

0 A. Popovics, “Hungarian Currency and Banking” in European Currency and Finance 
Vol. I, p. 233. 

" Henry L. Shepherd, The Monetary Experience of Belgium 1914-1936 (Princeton, 195 
p. 18. 

1 Combined Production and Resources Board, The Impact of the War on Civilian Consum? 
tion (Washington, September 1945), p. 21. 


1046) KLOPSTOCK: MONETARY REFORM IN LIBERATED EUROPE 581 


was substantially larger in the area under discussion than in 
this try and the inflationary threat growing out of the wartime 
-edit expansion was, therefore, correspondingly greater. 

The financial techniques of German exploitation are familiar and 

little elaboration. German occupation levies and purchasing of 

| services via the clearing mechanism or by payment in blocked 
narks have been at the root of all monetary developments of 

Europe. The fact that in France, Belgium, Holland and 
) rk as much as 52 per cent of total official outlay during the three 
nda half war years up to the end of 1943 was for German account, and 

in 1943 the ratio had risen to two-thirds,” illustrates the degree of 

an exploitation of the economic resources of the continent. The 
iministrations of these and other countries where German exactions 
re of similar, if not larger, proportions were unable to raise the funds 
nded by the nazi Reich through taxation or loans from the public, 
ost of Germany’s acquisitions of goods and services, whether by 
importers or by occupation armies, were, therefore, financed by 

redit expansion, chiefly on the part of central banks. 
As these newly created funds were disbursed, inflationary pressures 
rices of goods in scarce supply increased and consumer incomes 
Nevertheless, owing to the exhaustion of inventories and 
se of rationing and other quantitative controls which in most of 
ccupied Europe were applied with considerable efficacy, a 
part of these incomes remained unspendable and were diverted 
lle balances. Moreover, a not inconsiderable proportion of the 
ade available to Germany was spent for existing capital equip- 
nt or served to finance other items which passed through the capital 
nt of the balance of payments, such as remittances of savings by 
gn workers in Germany to their homelands. To the extent that these 
is were not expended by their recipients, the credit expansion did not 

te even a primary expansion of income. 

While all of the countries occupied or controlled by Germany have 
experienced substantial increases in their money supply, the rate of 
expansion has been most rapid in the Balkans. In Yugoslavia, for in- 

e, where, as in other Balkan countries, price inflation had already 

ring the war assumed large proportions, the note circulation rose 
trom 15.3 billion dinars at the end of March 1941.to the equivalent of 
than 250 billion dinars in April, 1945." In Belgium currency and 


inter alia, Thomas Reveille, The Spoil of Europe (New York, 1941); Frank Munk, 
f Nazism (New York, 1943); League of Nations, World Economic Survey 1942-1944 


for International Settlements, Fourteenth Annual Report (Basle, 1944), p. 214. 
mist, January 19, 1946. 
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demand deposits of commercial banks rose from 39.5 billion frangs ;; 
December, 1939, to 143.9 billions at the end of September, 1944." Jp 4}, 
Netherlands the money supply expanded from about 1.7 billion guilde, 
at the end of 1939 to 7.1 billions in April, 1945."7 In Norway note circyls. ia 
tion and demand deposits in commercial banks increased from §\j _e 
million kroner in March, 1940, to almost 4.7 billion kroner on May 7 ; 
1945.!8 The corresponding figures for Denmark are 1.3 billion and 44 
billion kroner. In all these countries, except in Yugoslavia, the increas 


in the money supply outstripped the rise in prices by a large margin. B; alle 
and large, price control in that area was remarkably successful. cud 
Throughout German-controlled Europe, as practically everywhere At 


else, the expansion in the aggregate money supply was accompanied by 
a relatively greater growth in currency holdings than in bank deposits 
while demand deposits tended to rise faster than time and savings 
deposits.'® In part, the preference for currency relative to deposits can 
be traced to the desire of the public to keep on hand, under the specia 
circumstances of war and occupation, larger currency balances relative 
to deposits in order to meet unforeseen contingencies. Efforts to reduc 
taxation by concealing income may also have been factors in some cases 
But the major reason was probably the fact that currency was the so 
acceptable means of payments in the black market. 

Upon eviction of the German armies, the liberated countries wer 
subjected to new financial demands at a time when their resistance t 
further monetary expansion was at a low point. The military expendi 
tures of the Allies for local supplies and services, and particularly th 
issue of local or military currency for the pay of their armies, were a 
major factor in the growth of circulation during the final phases of th 
war in countries such as Italy and Belgium. The introduction of militar 
notes, moreover, further added to the currency disorder in countries 
which had been dismembered during the war and where numerous nev 
currencies, as well as those of Germany and some of her satellites, hac 
been put into circulation. 

The general liquidity engendered by the credit expansion of the : 
cupation and liberation period constituted an important obstacle t 
plans for economic reconstruction and acted as a drag on econom! 
recovery. People holding substantial amounts of cash preferred to live 
in idleness or to engage in black-market operations rather than to sees 


6 Bank for International Settlements, op. cit., p. 225. 

17 League of Nations, Monthly Bulletin of Statistics, February, 1946. 

‘8 Kaare Petersen, “The Monetary Reconstruction Program in Norway,” Norwegior 
American Commerce, February, 1946. 

18 Comparing merely the increase in currency and in demand deposits of commercial banks 
Norway and Denmark are the only countries under German occupation where the latter have 
risen faster than the former. 
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employment which would yield earnings sufficient to buy 
An th aly in oficial, but not in black markets. In many liberated countries 
ULiders ‘he spread of black markets not only discouraged hard work, but also 
UECUla. -omoted a speculative atmosphere and gave rise to undesirable shifts 
mM oN he distribution of income in favor of speculators, war profiteers and 
May rationists. Tax evasion—in some countries considered a patriotic 
nd 34 Be uty during the period of occupation—was widespread. Moreover, with 
wate siness in a position to fall back on its liquid resources, the traditional 
i. b nstruments of monetary control over the aggregate demand of the 
; blic had lost their potency. 
whe 


t the end of the war, therefore, the basic problem of monetary states- 
nship in liberated Europe was how to regain a measure of control over 
ney supply; how to mop up idle money before it could become 
vings tivated and exert income-expansionary effects while the flow of 
an goods was still a trickle. An answer had also to be found to the 
tion of how to reduce disposable income where such hoards had 
a begun to get into motion and how to bring into the open and 
: t to taxation the monetary wealth concealed by profiteers and 
—_ aborationists. Currency unification in countries where several cur- 
es were circulating posed another group of perplexing problems. 
ssues arose at a time when, owing to shortages of raw materials, 
nsportation, electrical power, etc., production throughout liberated 
irope was at a low level, so that even small amounts of dissaving 
| to generate inflationary pressures of great strength. 


ea III. Monetary Strategy in Liberated Europe 


“ "he methods employed by European governments in their attempts 
leal with the monetary aftermath of war and occupation may be most 
veniently divided into two major, though interrelated groups: (1) 
withdrawal of excess currency and the blocking of bank deposits 
tha view toward bringing the huge liquid funds under direct control of 
onetary authorities; and (2) the sterilization of blocked as well as 
’ nblocked funds by means of fiscal instruments, such as the issue of non- 
marketable securities, capital levies, and war profit taxes. While gen- 
ly fiscal measures of this type have been executed or are about to 
executed within the larger framework of blocking schemes, there are 
w cases where fiscal measures of a primarily monetary motive were 

t preceded by any blocking whatever. 
Belgium’s monetary reform decree of October 6, 1944, issued shortly 
r the arrival of the government-in-exile in Brussels, was the first in 
ng series of similar measures providing for the blocking of currency 
lings and bank deposits. Poland followed suit early in 1945 with 
several decrees under which German, German-sponsored and Russian 
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currencies were exchanged into a new national currency and exces 
currency holdings blocked. Similar operations were carried through jp 
Yugoslavia in April, when limited amounts of a new currency, calle; 
the dinar of the Federative and Democratic Yugoslavia, were issued t 
holders of currencies put into circulation during the occupation period 
All currency holdings in excess of the exchanged portion, as well as bank 
deposits, were blocked. Denmark in July, 1945, blocked part of the 
public’s currency holdings. On September 8, Norway issued a decree 
under which a part of the money supply was blocked. In the Nether. 
lands, the blocking program was carried out in two phases. In June, 1() 
guilder notes ceased to be legal tender, but could be deposited in bank 
accounts where they were blocked, except for payments of taxes. In 
September, all remaining currency holdings were withdrawn and blocked 
except small amounts of newly issued notes. All bank deposits wi 
frozen as of September 26. Czechoslovakia’s currency conversion decree 
of October 19, 1945, established a new crown currency and blocked a 
sizeable part of the country’s money supply. Austria’s currency reform 
law of November 30 provided for the exchange of all currency in 
denominations of over 5 reichsmarks and 5 military shilling notes into a 
new national currency, the Austrian shilling. Currency holdings in excess 
of 150 military shillings or reichsmarks, as well as most of the existing 
bank balances, were blocked. An elaborate currency conversion progra 
was carried out in France in June, 1945, involving, however, no biocking 
at all. 

Capital levies, increment taxes and forced loans for the purpose ‘ 
mopping up part of the increase in the money supply, have been adopted 
or are, according to present indications, about to be adopted in a larg 
number of countries. A capital levy and war profits taxes were imposed 
in Belgium in October, 1945, and at the same time blocked balances 
were converted into a forced loan. Finland, under a decree which becam 
effective on January 1, 1946, issued a forced loan to holders of large 
denomination notes. The Norwegian government has presented to the 
Storting a bill providing for a highly progressive tax on war profits. A 
progressive capital levy and war gains tax, applicable to all increases 11 
wealth between January 1, 1939, and November 15, 1945, is about t 
be adopted in Czechoslovakia. In Denmark, the Parliament has under 
consideration a bill providing for a progressive tax on war profits and 4 
forced stabilization loan to be subscribed by persons of large means 
The Netherlands government has submitted to the Dutch parliament 
bills calling for a capital levy and the taxation of profits made during the 
war. Capital levies falling solely on monetary wealth have been enacted 
in Yugoslavia and Hungary. 
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> an Instrument of Monetary Policy 


opularity of the blocking device arises from its great 

as an instrument for controlling the volume of the public’s 
tures out of balances existing at the time of the adoption of the 
crees. By preventing the sudden release of idle balances 
performs a valuable function wherever potential dishoarding 


i 


es a major threat to monetary stability. The immobilization of 
es is, however, only one of the major objectives of the block- 
re of monetary reform programs. Of at least equal importance 
tivate those funds already moving in black markets where they 
duce income-expansionary effects; the extent to which this 
achieved is the criterion by which blocking as an instrument 

y policy is largely judged in actual practice. 
attempts to block the active component of the money supply, 
r, arise some of the most baffling problems with which monetary 
erams have been confronted. Such blocking involves the 
of restrictions over the disposal of funds needed for legitimate 
purposes. Unless used with great caution, the blocking of 
may deprive commerce of its working capital and in- 
unds for the purchase of those essentials which cannot be 
it of current earnings. If the blocking is overly strict, there- 
y generate deflationary disturbances of undesirable dimen- 
s too loose, the counter-inflationary force of the reform pro- 
impaired. The success of blocking measures largely depends 
ity of their authors and administrators to strike a proper 
between these two extremes. The determination, therefore, of 
of the public’s currency holdings to convert into new notes 
t part of bank deposits to exempt from blocking or to unfreeze, 
is the selection of purposes for which blocked funds may be 
, constitute the most crucial policy decision in the formulation of 


ng program. 
rastic contraction of the currency supply has been the major line 
ttack via monetary channels on the problem of black market control. 
nversion of excessive currency holdings into bank deposits, the 
hich can be easily traced, deprives black marketeers as well as 
ners of the cash necessary for illegal trading. The first steps 
ition of monetary reform laws are, therefore, the invalidation 
not all, of the banknotes in circulation and the issue of limited 
of new currency in exchange for old currency. In almost all 
s, the currency conversion program has given rise to numerous 
exing issues of a technical nature which have not always been 
resolved. In several cases, the withdrawal of old notes was 
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accompanied by a short period of extreme monetary stringency oy 
partly alleviated by small grants of new currency issued at the outset 
the conversion program. As a result and in some cases in anticipation 
currency conversion programs, currency holdings for a brief period hay: 
dropped precipitously. In Belgium, for instance, they dropped fror 
more than 100 billion francs at the end of August, 1944, to 28.5 billioy 
at the end of October, and in Norway from more than 3 billion kroner a: 
the end of April, 1945, to 1.5 billions shortly prior to the conversio; 
which began on September 8, and to slightly over 1 billion kroner at the 
end of September. 

Most monetary reform decrees have left small-denomination notes 
and coins in circulation—either because new notes of small sizes had p 
yet been printed or in order to cushion the impact of the withdrawal 
the economy—but the result has been, in a few instances at least, th 
hoarding of small-denomination notes and coins and the emergence of 
dual price system, one for payment in small-denomination notes and th 
other in notes about to be withdrawn.?° 

Except in Greece, where in November, 1944, in a futile effort to end 
inflation and in order to provide a usable unit of account, all notes wer 
exchanged at the rate of 50 billion old drachmas for 1 new drachma, a 
currency conversions were carried out at par. Some countries, however 
where monetary reform was accompanied by the unification of th: 
numerous currencies introduced during the occupation period, esta! 
lished discriminatory conversion rates and conversion limits. The out 
standing illustration of such discrimination is provided by the series 
currency reform decrees issued in Poland early in 1945, under which th 
Russian ruble was exchanged in unlimited amounts into new dlotys 
but the zloty issued in the German-administered Government Genera 
of Poland only up to 500 zlotys.* Moreover, Polish holders of Germa 
reichsmarks could only obtain 250 zlotys at the rate of 2 reichsmarkst 
1 zloty,” compared with the 1:2 rate used by the nazi occupation 
forces.” Similarly, in Yugoslavia the conversion rates established at the 
time of the issue of new dinar currency in April, 1945, discriminated 
against some of the currencies issued by the German satellites. 

Following the currency conversion, the exemptions and unfreezing 
provisions of monetary reform laws and of their amendments becam 


a 


20 This occurred, for instance, in Austria (see New York Times, December 5, 1945 
Denmark notes not affected by the conversion were accepted at a 50 per cent premium (\ew 
Ziircher Zeitung, July 27, 1945). 

21 Basler Nachrichten (March 22, 1945); small industrial and commercial enterprises wer 
permitted to exchange up to 2,000 zlotys. See also The Banker, London, June, 1945. 

2 Financial Times, London, March 19, 1945. 

% “Currency Reform in Eastern Europe,” Monthly Review of Credit and Business Condus 
Federal Reserve Bank of New York, May, 1946. 
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able. In scope and detail, most reform laws, although enacted 


tset wnder analogous conditions and pursuing essentially the same objectives, 
tion of exhibit little similarity. In many important respects the monetary 
d have authorities of each country have actually followed widely divergent 
| fron precepts and considerations regarding blocking exemptions and the 
illions ‘ming and purposes of releases of blocked funds. Most decrees, how- 
ner a! ever, draw a sharp distinction between deposits of individuals and 
-rsior siness, permitting the release of funds needed for wage payments and 
at the rtain other business expenditures which cannot be met from the pro- 
eds of current sales. In Czechoslovakia, for instance, the currency 
notes (ME reform decree of October 19, 1945, authorizes employers to withdraw 
id not from their blocked bank deposits funds up to the amount of their pay- 
val or rolls for one month. Regulations of a similar nature have been issued in 
t, th Belgium, in the Netherlands™ and in Austria.* In addition to funds for 
e ofa wage payments, currency reform decrees, or their amendments, some- 
id th times unfreeze funds to be expended for working capital purposes and 
p agencies which may unblock funds upon application. 
0 end As far as individuals are concerned, those currency reform laws which 
wer wuthorize the release of relatively small amounts usually specify a 
a, a relatively large number of purposes, mostly of an emergency nature, for 
ever which funds may be withdrawn. This was, for instance, done in the 
f th Netherlands,” and in Austria where persons were permitted to use up 
sta their blocked balances in monthly installments if they were unable to 
out seek employment and possessed no other means of support. Such releases 
es reflect the concerted, though not always successful, efforts of the mone- 
h th tary authorities to provide a flexible instrument of control which can be 
rtys idapted to the special circumstances of the individual owners of bank 
posits. 
A few currency reform measures, while imposing severe restrictions on 
Ks t ish withdrawals from bank accounts, permit large parts of the blocked 
ition ances to be transferred by check or through the giro (bank transfer) 
t the system. For instance, the Austrian Currency act of November 30, 1945, 
ated hin many respects is one of the most rigid reform decrees on record, 
rized transfers from account to account through payment order up 
Zing 10 per cent of the balance of the owner as of November 30. In Czecho- 
an slovakia, the currency reform law permits the transfer of certain funds 


one blocked account to another. Similar arrangements were made 
ring the early stages of the Dutch currency reform. The reason for the 
paratively liberal treatment of intra-account payments is the same 
Reform in the Netherlands,” Monthly Review of Credit and Business Condi 
al Reserve Bank of New York, January, 1946. 
esetzblatt fiir die Republik Osterreich, December 1, 1945. 
Netherlands During German Occupation,” The Annals, May, 1946, p. 37. 
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as given earlier in reference to the imposition in many currency refor: 
laws of stringent limitations on the issue of new notes, namely. 
desire of monetary authorities to channel payments through the | banking 
system so as to be in a position to examine them for their legitimacy) 

Under some decrees, the time period in which the original deposit 
originated is a criterion of major importance for the availability of bank 
balances. In certain areas of Austria, this is actually the decisive | 
sideration. Apparently in order to reward people who followed th 
exhortations of the Austrian government to deposit currency hoards 
and, in order to discriminate against deposits which were made wh 
Austria was part of nazi Germany, comparatively substantial cash with- 
drawals were permitted from funds banked following the liberation 
Austria, but before the announcement of the decree.” In Belgium, | 
per cent of the balance as of October 6, 1944, the day on which th 
Belgian currency reform was launched, or the entire balance standing 
the credit of a bank account on May 9, 1940, the day prior to the Ger- 
man invasion of Belgium, whichever was greater, was exempted from 
blocking.”8 

With the threat of runaway prices removed and as supplies of es 
sentials became more ample and black markets narrowed, the monetary 
authorities of some countries permitted the unblocking of funds 
addition to those released under the rules enumerated above. Norwa’ 
for instance, scrapped some of the most essential parts of her blocking 
program only three months after their adoption for the reason, according 
to the Norwegian Department of Finance, that under the liberal in- 
terpretation of the blocking regulations, the public could get whate 
funds it required anyhow.”* Belgium too has permitted the release oi 
considerable amount of blocked funds. But most of the liberated nations 
have relaxed the reins of their blocking controls but little. However, 
once the liquid funds were brought under control, governments have 
shown increasing interest in removing these funds permanently from the 
hands of the public. With the emergence of this process, monetary re- 
form entered upon a new stage. 


B. Fiscal Tools in Monetary Reform Programs 


Instruments of fiscal policy, such as capital and increment levies, an¢ 
forced loans, have played a vital réle and, in most cases, have been a 


’ This feature of the Austrian currency reform law applies only to those areas of Austr 
which early in July, 1945, were under Russian occupation. 
*8 ‘Belgian and French Monetary Policies,” Monthly Review of Credit and Business Cone 
tions, Federal Reserve Bank of New York, October, 1945. 
9 Significantly, the Department of Finance stated at the time that the main purpose 
blocking had been to register all accounts and that no useful purpose would be served by ke 
ing the accounts blocked longer than absolutely necessary, Kaare Petersen, op. cit. 
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part of monetary reform program in liberated Europe. Block- 
tially an emergency device, permitted monetary authorities to 
liquid assets quickly, but left the eventual disposition of the 
nds unresolved. Capital and increment levies, as well as the 
n-negotiable bonds, have been instrumental in absorbing these 


e significance of fiscal measures in monetary reform programs arises 
ir effects on the flow of expenditures out of current income as 
cuished from spending out of existing balances which can be con- 
by blocking. Recent discussions on consumption economics have 
| attention on the incentive to a high propensity to consume 
result from the huge growth of liquid assets holdings in the 
| States.*° Application of these observations to the impact of the 
ts of monetary reform programs in Europe suggests that the 
n of blocked balances may be conducive to a somewhat lower 

to consume than would otherwise be the case, and thus tend 
| inflationary pressures so far as they survive or are generated 
nt to the blocking. Needless to say, the more reliance is placed 
than on forced loans, the greater the effect in this respect, 
loans are not only non-negotiable, but carry distant maturi- 
are in almost every respect interest-bearing tax receipts. Mere 
s unlikely to produce any pronounced effects on the income- 
re pattern since owners of frozen funds are inclined to hope 
r eventual release and to consider them contingently available. 
ts of levies, increment taxes and forced loans, designed to 
ocked balances, are also determined by what the government 
proceeds. If the government uses them for a reduction of 
the banking system, 7.e., retires from the monetary system 
h could not be spent by their former owners anyhow, the 
ite volume of expenditures is obviously not affected.** Spending 
government of the proceeds on goods and services is, of course, 
expansionary—no less than the creation of new funds, which, 
in actual practice is usually the sole alternative. 
ps the best illustration of a contraction of the money supply 
tax-loan operations is afforded by the actions of Belgium’s 
authorities in the later stages of their reform program. At the 
its execution, all blocked balances were divided into a “‘tem- 


ice, S. Morris Livingston, ‘‘Wartime Savings and Postwar Markets,” Survey 
iness, September, 1943; James J. O’Leary, ““Consumption as a Factor in Postwar 
im. Econ. Rev., Papers and Proceedings, May 1945, p. 38; also Gardiner C. 
imerican Economic Review, Papers and Proceedings, May 1946, pp. 34-35. 
nor effects arising from changes in the reserve position of commercial banks and 
n or shift of interest payments from the banking system to the public may be 
this context. 
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porarily unavailable” portion of 40 per cent and a “permanent 
blocked” portion of 60 per cent. In October, 1945, the latter part of tj. 
bank deposits were transferred to an account in the Belgian National 
Bank in favor of the Belgian treasury which plans to employ these fung 
for the retirement of its debt to the bank. At the same time. ¢) 
treasury handed to the owners of these balances government bonds » 
restricted negotiability which may be employed for the discharge of ta 
liabilities arising from a series of laws enacted in October, 1945. Jf o- 
abstracts from its timing and operational details, the Belgium monetar 
reform program involves in effect a contraction of the money Sup] \ 
through a shift of government debt held by the banking system ; 
public ownership and an extinction of part of this debt through capita 
levies and extraordinary profit taxes. 

A contraction of the money supply along the Belgian lines is planned 
by the monetary and fiscal authorities of Czechoslovakia, Denmark and 
the Netherlands. Meanwhile, blocked balances in the latter countr 
have been absorbed by induced rather than forced loans. By closing 
practically all other outlets for blocked funds, their owners are being 
induced to purchase 50-year bonds carrying an interest rate of 3 per cent 
which will become negotiable three years after issue. Blocked balances 
in the Netherlands have also been released for the purchase of limited 
amounts of savings certificates. 

In several countries blocked balances, as they are absorbed through 
government borrowing and taxation, have been or are about to be used 
for ordinary budgetary expenditures, despite earlier plans to emp! 
these funds for redemption of various claims held by central banks. I: 
Norway, for instance, it was the original intention to use the proceeds 0! 
a proposed levy for the repayment of advances by the Norges Bank t 
Germany,* but more recent plans call for allocation of these funds to th 
purchase of capital equipment and other supplies. Similarly, in Finland 
the proceeds of a forced loan placed in early 1946, which was original) 
destined to serve for the retirement of government bonds held by Ii 
lands Bank, are apparently employed to cover the current budget 
deficit. 

Finland’s forced loan, which, unlike those of other countries, was n0 
accompanied or preceded by any blocking, deserves some further at 
tention because of the unusual technique employed in its placement 


? Banque Nationale de Belgique, Bulletin d’ Information et de Documentation, October, ! 

> These laws include a capital levy of 5 per cent on all property held in October, 1944 
special taxes on profits derived from trading with the enemy and on excessive incor 
profits made during the war whether or not resulting from trading with the ene! 
Mitchell B. Carroll, “Outline of War Profit Taxes and Capital Levies in Liberated ! 
Countries,” Tax Law Review, April-May, 1946. 

% Neue Ziircher Zeitung, September 29, 1945. 
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ler a decree issued by the government at the end of December, 
mt ‘045 all notes in denominations of over 100 finmark lost one-half of 
heir legal tender quality. These notes had to be cut into two, the left 
serving as legal tender at one-half the value of the original note until 

sed into new notes. The right half was converted into a non- 
ble 2 per cent government bond to be redeemed by 1949. The 
ta e did not affect bank balances at all. Note circulation figures in- 
, that a measure of this type was anticipated so that hoarders of 
lenomination notes were able to escape the loan through placing 
PI ‘hem in bank accounts. Moreover, the measure has inflicted hardship on 
lers of a few large-denomination notes, particularly in sparsely- 


is gions without adequate banking facilities, who were deprived 
ne-half of their small currency supply. These and other aspects of 
nversion have evoked considerable criticism in Finland and are 


t to be corrected by supplementary measures. 

[here remain to be briefly reviewed two drastic measures of more than 
ng rdinary interest to the analyst of monetary reform. The first is Yugo- 
"8 slavia’s capital levy imposed in the spring of 1945 following the blocking 
bank deposits and the withdrawal of currencies introduced during the 

ition period.*® This highly progressive levy was laid solely on 
ary wealth, disregarding all other forms of property. Different tax 
s applied to various classes of holders, giving the measure a 
nomic orientation of great significance. Codperatives and 
public organizations were entirely exempted and “productive 

prises’ and farmers favored by relatively low rates. 
\ different kind of capital levy on monetary wealth was imposed late 
December, 1945, by the Hungarian government in a desperate but 
tile effort to arrest the process of hyper-inflation, then in its early 
tages. Under a decree issued in December, 1945, all notes in denomina- 
4 1,000 pengos and over had to have adhesive stamps affixed to 
| their legal tender quality at face value. Since the stamps were sold 
government at three times the face value of the notes, the 
sure constituted a straight 75 per cent tax on holders of cash—a 
which made little difference in a country where price increases 
y reduced the real value of currency holdings. The decree 
tirely to retard inflation and did not give the government even a 
spell during which to interrupt the work of the printing 

No simultaneous attack was made on the basic causes of 


{ Finland, Monih!y Review, January-March, 1946. 
Reform in Eastern Europe,” op. cit 
lescription of the execution of the scheme, see Svenska Dagbladet, Stockholm, 
1946; also Klopstock, ‘‘Monetary Reconstruction in Continental Europe,” 


592 THE AMERICAN ECONOMIC REVIEW [SEPTEMBEp 


inflation in Hungary nor any attention paid to psychological intangib\es 
which in the past have helped to bring hyper-inflation to an end. Owing 
to leaks concerning its impending issue, the measure actually induced 
a more than threefold price increase by sellers of goods who attempted 
to protect themselves against loss on their currency receipts. Prices 
since then have risen by leaps and bounds and monetary stabilizatioy 
must await the execution of a comprehensive economic reform program 
which is now being prepared by the Hungarian government. 


IV. Tentative Appraisal and Conclusion 


Monetary policy in an over-liquid world, immune to the established 
instruments of monetary control, is less capable than ever to perform its 
traditional functions effectively. But monetary authorities in man 
parts of the world are striking out boldly for new ways and means 
regaining some measure of control over money and credit conditions 
While in this country the most widely discussed proposals for innova- 
tions in the central banking mechanism, such as the Certificate Reserve 
Plan, have been primarily concerned with preventing further monetiza- 
tion of the public debt, most governments of liberated Europe 
fronted with inflationary threats that called for immediate action, have 
gone straight to the roots of the problem and have adopted elaborat 
monetary measures involving direct controls over the utilization of the 
existing money stock.*® 

An attempt to evaluate the effectiveness of these schemes at this early 
stage of their evolution is handicapped by the absence or unavailabilit 
of authoritative and detailed studies prepared in the countries co! 
cerned. Generalizations on the monetary and financial repercussions 0! 
these measures are dangerous in view of their great divergence in lati- 
tude and character. Little can be said on the fiscal parts of the programs 
because in several countries neither their scope nor the allocation oi the 
proceeds of loans and levies has as yet been determined. While it is thus 


too early to pass final judgment on the performance of monetary re! 
in liberated Europe, certain tentative conclusions may be drawn at this 
point from the monetary experience of a few of the countries uncet 
review. 

The contractionist and preventative effects of monetary reform pro- 


8 This program was put into operation on August 1, but too late to be considered in ts 
paper. 

#9 Mention should be made at this point of recommendations for applying similar measu 
in the United States. Irving Fisher in a letter to the New York Times of April 30, 1946, ser! 
suggested that a certain percentage of the demand deposits in the member banks of the Fece" 
Reserve System be frozen until further notice and the blocked portion be converted int 
terest-bearing and marketable securities. A proposal for a currency exchange to sterilize 
market money was made in the Magazine of Wall Street, of May 25, 1946. 
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ppear to have been considerable, at least in their early phases. 
e evidence suggests that blocking, particularly in those countries 
t was applied with great severity as in Belgium, the Netherlands 
istern Europe, has been instrumental in reducing inflationary 
es appreciably. This is indicated by the severe decline in black 
ket trading immediately following the adoption of the reform 
;“° An outstanding exception is Belgium, where black market 
; after a brief interlude rose again, but this phenomenon was largely 
he deterioration of the supply situation resulting from the delay 
eviction of the German army. The temporary resurgence of black 
ts during the early stages of the Belgian monetary reform program 
nean that it failed in its purpose. There is little doubt that the 
n scheme, which was the forerunner of all other monetary reform 
res in liberated Europe and probably the inspiration to some, was 
nflationary tool of great potency and has substantially con- 
he relatively rapid pace of Belgian reconstruction during 
(0945. Monetary reform programs have also exerted a wholesome in- 
by dispelling the “holiday” atmosphere which was noticeable in 
ropean countries after liberation, as people were living on their 
ards. Moreover, by increasing the dependence of business on 
redit, blocking has served to enlarge the scope of monetary and 
t policy. 
rrency conversion, as well as the registration of bank deposits and 
ssets which in several cases has been part of the reform programs, 
een useful in the preparation of capital levies and have forced 
rationists and blackmarketeers to reveal their ill-gotten gains. 
ctations on the part of treasuries of large profits because of non- 
nder of notes held by tax evaders or the enemy, have proved il- 
n several countries.” 
fact should not be lost sight of, however, that these schemes have, 
;, given rise to considerable economic disturbances. The authors 


} 


blocking programs have not always judged accurately the 
ction requirements of the public whose money holdings are fre- 
aldistributed and whose money needs may vary widely.* Even 
sated by numerous exemptions from the freezing controls and 
quent releases, the indiscriminate blocking of large portions of the 


Ss particularly apparent in the Netherlands. See Quarterly Review, Amsterdamsche 
ry, 1946 


ies particularly to Norway, Finland and Denmark. See Neue Ziircher Zeitung, 


ere, though not particularly judicious, criticism of the deflationary effects of the 

eme, see Fernand Baudhuin, ‘‘Aprés Six Mois de Libération,” L’Echo dela Bourse, 
and 21, 1945. As to financial disturbances in Austria due to the monetary reform, see 
imes, February 1, 1946. 
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money supply remains basically a very crude and inflexible device, th, 
use of which can be supported only under the extraordinary conditions 
of the early post-war period. 

There is also considerable evidence that the contractionist and pr 
ventative forces of monetary reform programs wore off rather rapidly a: 
the expansionary influences of reconstruction finance became ascendant 
Throughout liberated Europe the depletion, destruction and dismantle. 
ment of capital equipment during the occupation period has forced 
governments and private business to program huge capital outlays for 
reconstruction. These programs are being carried out while specifi 
shortages of various sorts prevent full utilization of economic resources, 
With production in most countries of liberated Europe rising very 
slowly, large investment expenditures tend to push aggregate demand t 
a level in excess of output plus net imports so that new inflationay 
pressures are generated. In some countries, moreover, the restrictive 
effects of the reform decrees were impaired by large currency issues t 


the winter of 1944-45 and in Austria in 1946. 
Comprehensive statistics on the aggregate money supply and its 
blocked portion are unfortunately not available for most countries 
under discussion, but it is possible to present figures for notes in circula- 
tion which reveal the rapidity of the resumption of currency expansion 
despite the restrictions on withdrawals from bank deposits. While the 
sharp rise in currency circulation partly reflects normal cash needs at 
the prevailing level of prices and wages, there is evidence that the desire 
for holding relatively large precautionary and speculative cash balances 
a habit carried over from the wartime period, was a factor in the cur 

rency expansion. 
NOTE CIRCULATION 


(Month-end figures in billions of currency units) 


Czecho- 


— Belgium | Norway | Denmark | dovakia 
| (guilders) | (francs) | (crowns) | (crowns) | (crowns 
December, 1939 1.1 28.0 | .6 | .6 
April, 1945 (Pre- 
liberation level) | 5.5 | 100.8* | 3.0 By, 
Level after With- | | 
drawal | 1.3 (X 28.5 (X .44)| 1.0 (IX 45)} .9 (VII.45)) 2: 
May, 1946 | 2.2 | 72.5 | 1.5 | 32 


| 1.6 


®* August, 1944. 


The appearance of considerable amounts of currency hoards as well 
the rapid growth of free balances in the wake of monetary re 


orm 


cover the needs of the Allied armies. This was the case in Belgium ir 
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es illustrate the fact that they can do very little to allay the ex- 
sionary forces of reconstruction finance. Their adoption has, in some 
; persuaded the public that the government is determined to pursue 
nter-inflationary policy and has thus discouraged spending out of 


-rent earnings to the extent that it was motivated by the anticipation 


rice increases. Certain restraints on spending have probably re- 
| from the reduction of liquid asset holdings. Except in these two 


-espects, the monetary measures taken in liberated Europe have been 
‘little relevance to the volume of expenditures out of current income. 
nce imposed to deal with the inflationary pressures growing out of the 


pation period, blocking cannot be repeated to cope with similar 


pressures arising during the reconstruction period. Unless assured and 
nvinced that current earnings remain freely available, the public will 


to keep shy of bank deposits or to increase spending in order to 

e the effects of a new blocking program. Such tactics cannot be 
intered by a renewed withdrawal of currency holdings, for a repeti- 
f the currency conversion is hardly feasible considering the ad- 
nistrative problems and the monetary disturbances associated with 


tsexecution. For essentially similar reasons, it is ordinarily not possible, 


ugh monetary conditions may warrant it, to reverse the unblocking 
s and reimpose freezing controls over funds which had been re- 
but have not yet been spent. The area of sovereignty of the 
cking procedure is narrowed as the availability of money through 
eases from freezing controls is enlarged. 
Che lessons of the monetary experiments of 1944-45 will undoubtedly 
examined carefully by the governments of those countries in Europe 
h until now have done nothing or too little to prevent a runaway 
inflation. The financial maladies of Rumania and Greece have 
a point where they are no longer amenable to monetary 
gery of the kind employed elsewhere in Europe. Price and ex- 
inge control, never very effective in these countries, has broken 
ind monetary inflation has been fully reflected in price inflation. 
however, is not the case in Germany, and it is here that the ex- 
nces with post-war monetary schemes can be most fruitfully ap- 
if agreement on the issue of monetary and financial reconstruction 
Germany can be reached in the Allied Control Council. While the 
i monetary reform in post-war Europe has by no means come to 
it remains nevertheless true that the large measure of success 
the liberated countries in their fight against inflation is one 
st encouraging features of economic rehabilitation in Europe. 


as even the case in Norway, despite the mildness of the monetary measures taken 
See Petersen, op. ctt. 
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INTERNATIONAL ASPECTS OF AMERICAN 
AGRICULTURAL POLICY 


By MarGaretT S. GorpDon* 


Introduction 


For a decade or more, a serious conflict has been developing in this 
country between the over-all objectives of our commercial policy an 
the measures which have been applied to our agricultural foreign trade 
While we have been seeking to bring about a lowering of world trac 
barriers, our domestic agricultural program, with its price supports and 


production controls, has forced us to employ nationalistic measures in 
relation to our agricultural exports and imports. It has resulted, more. 
over, in a serious loss of export markets and the accumulation of enom- 
ous stocks in the hands of the Commodity Credit Corporation. In the 
case of two of our leading exports, wheat and cotton, we have beer 


rather ineffectively attempting to cling to a diminished share in th 
world market by employing export subsidies.’ 

To escape from this unfortunate dilemma, the Department of Agr 
culture proposes a post-war policy of intergovernmental commo 
agreements to stabilize world agricultural prices and curb unmanagea! 
surpluses. Undoubtedly there will be a real need for international « 
laboration to handle certain post-war commodity surplus problem 


but it may be seriously questioned whether commodity agreements 
negotiated largely with a view to protecting the price-support scheme 
currently in vogue in agricultural-exporting countries are likely to con- 
form to the standards which the more cautious advocates of intergover- 


mental commodity arrangements would like to see enforced.” 


It is the purpose of this article to analyze recent trends in our agr 
cultural foreign trade policy and to raise the question as to whether 
drastic change in our agricultural price policies is not long overdue. in 


the course of the discussion, we shall go over some ground that is famil 


* The author wishes to acknowledge her indebtedness to the Trade Regulation Projet’ 
which was conducted at the University of California under the directorship of Professo! 


Condliffe, for financial assistance in a program of research of which the present article forms 


art. 

1 These statements do not, of course, apply with complete accuracy to the situation ¥ 
developed during the war, but rather to the trends which were apparent before the war 4 
which are likely to reappear. 

* This is not to deny that a strong general case can be made for international measures ' 
curb agricultural price instability. (See discussion of commodity agreements, pp. 
low.) For a good defense of the Department of Agriculture’s position, see Robert B. Schwentt 


“World Agricultural Policies and the Expansion of Trade,” Jour. Farm Econ., Vo! xxv 


(1945), pp. 67-87. 


ages 
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t economists, but this will be necessary in order to relate recent 
ents to long-run trends in our agricultural foreign trade and 
mercial policy. 
rough the decisive votes in Congress in favor of the United Nations 
ter, the Bretton Woods Agreements, the Food and Agriculture 
and ratification of the British loan, this country has 
expressed its intention to participate in a program of world 
and political codperation. A nationalistic agricultural policy 
| seriously interfere with the success of this program. If artificial 
supports for American agricultural prices are continued into the in- 
iefinite future, the harmful effects will not be confined to our foreign 
trade in agricultural products alone. High agricultural prices will tend 
to raise costs throughout American industry, thus hampering our entire 
port trade. Import barriers imposed to protect artificially high agri- 
tural prices will injure American trade with predominantly agricul- 
tural countries and with other countries as well. Finally, and most 
is, the entire movement to lower world trade barriers will suffer 
this country adheres to the use of high tariffs, import quotas, and 
rt subsidies in connection with its agricultural program. 


Recent Trends in U. S. Agricultural Foreign Trade 


he United States long since ceased to be a net exporter of agricul- 
‘ural products. Agricultural imports have tended to exceed agricultural 
ports since the middle 1920’s, and agricultural exports have repre- 
sented a steadily declining proportion of total exports for decades, as 
[able I indicates. There has been no persistent tendency for agricultural 
rts to increase faster than total imports, however. Imports of cer- 


I—AvERAGE ANNUAL U. S. Exports AND Imports OF AGRICULTURAL 
Propucts, 1900-1939 


Exports of Agricultural Imports of Agricultural 
Products Products 

Period 

In millions As percentage In millions As percentage 

of dollars of total exports of dollars | of total eaports 
1900-1904 873 61 488 50 
5-1909 963 55 667 | 50 
14 1,157 50 909 53 
19-1919 2,638 41 2,019 63 
1924 2,093 46 1,888 54 
929 1,792 37 2,216 | 53 
0-19.34 767 37 877 50 
1939 | 762 26 1,214 51 


U. S. Department of Agriculture, Agricultural Statistics, 1941, pp. 481-82. Aver- 
aiculated by the writer. 
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tain tropical products which could not be produced in this countr 
(e.g., natural rubber and coffee) have always been high. Imports of th 
more competitive items might have increased somewhat faster but {o, 
the restraining effect of tariffs and other restrictions. During the drough; 
years of the middle thirties, this country imported substantial amouns; 
of certain commodities which were normally on an export basis. There 
is little doubt that the volume of agricultural imports would hay 
been even higher in these years in the absence of tariffs.’ 

In spite of the technological improvements which continue to tak: 
place in American agriculture, the long-run tendency is almost cer. 
tainly toward a greater dependence on imports. As population grows 
and the standard of living rises, domestic consumption of an increasing 
number of commodities will come to exceed domestic production. Price 
relationships, also, will tend more and more to favor imports, since in- 
creasing industrialization inevitably brings with it some loss in a 
nation’s comparative advantage as an agricultural producer, even in 
the case of a country as richly endowed with land and other natural 
resources as the United States.‘ 

One of the most crucial questions facing this country at the present 
time is whether the trend toward greater dependence on agricultural 
imports will continue to be resisted, as it was during the 1930's. Most 
European countries faced this type of situation during the nineteenth 
century and met the problem in a variety of ways. England, of course 
is the leading example of a country which adopted a free trade policy 
permitting her industrial exports to enjoy their maximum competitive 
advantage in international trade, while her workers were fed on low- 
priced imports from overseas.’ Germany, along with a number of other 
countries in continental Europe, adopted the opposite course of prv- 
tecting her farmers, especially her wheat-growers, from the competition 
of cheap grain imports from overseas.® 

A continuation of the present trend toward a planned and regiment 
agricultural system in the United States will raise fundamental politica 
questions bearing on the relation of the state to the individual producer. 


* Butter imports, for example, were high in the first five months of 1935 but ceased altogether 
in June of that year because the margin between prices in London and New York had {alle 
to 10 cents, or four cents less than the duty. (Cf. The New York Times, June 19, 1935 

‘ As manufacturing and distributive trades expand their activities, the prices of labor a0 
other productive factors are bid up to the point at which farmers find it difficult to compe 
with agricultural producers in less well-developed countries. 


’ Belgium, Holland, and for many years, Switzerland, followed a course similar to that © 
the British. (Cf. J. B. Condliffe, “The Disposal of Agricultural Surpluses,” Jour. Farm Ecor 
Vol. XXIV [1942], p. 439.) 

® For an interesting study of this whole question and the way in which agricultural p" 
tectionism was used to support the power of the Junker class, see A. Gerschenkron, Bread 
Democracy in Germany (Berkeley, California, 1943). 
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addition, this country’s réle in world trade and in a program for 


unt In ad 
Of the sternational economic coéperation will be profoundly affected by 
ut f sions reached in the field of agricultural foreign trade policy. The 
oug end of the war provides a unique opportunity for a drastic change in our 
ount acricultural program, since substantial readjustments will in any case 
There e required during the transition period. Once the pattern of post-war 
have agricultural production is established, changes will be far more difficult 
accomplish, 
) take Maximum development of our industrial potentialities can be 
t cer achieved only through access to expanding world markets, and our un- 
prow disputed industrial and financial supremacy places this country in a 
“asin que position to assume leadership in the movement for lower world 
Pri trade barriers.’ Fortunately there are indications that many American 
ce in ndustrial leaders are beginning to recognize the need for lower tarifis, 
in and it begins to look as if our agricultural policies may provide the 
en greatest obstacle to a general liberalization of our import barriers. 
itura It is natural for the farmer to regard increasing imports as a threat 
to his ean as an agricultural producer, but this country, unlike 
ese Britain, is not likely to become dependent on imports for a major pro- 
itura portion of its food supplies. Larger imports would undoubtedly call for 
Mos ntraction in the production of certain commodities, but the outlook 
2e 1 any case is for continued contraction of the proportion of the popula- 
yurse engaged in agriculture because of technological improvements and 
oli ther factors.* The pattern of agricultural production, moreover, is 
titiv certain to change. American farmers will find it to their advantage to 
low ncentrate more heavily on the production of foods which a prosperous 
other ndustrial population needs to obtain chiefly from domestic sources— 
prc lairy and poultry products, certain types of meats, and fruits and 
ition vegetables. Shifts in these directions are taking place in any case, but 
the continuance of artificial price-supports for grains and other surplus 
nted ps will hamper the process and prevent dairy, poultry, and livestock 
tica roducers from obtaining feed grains at lower cost. Similarly, artificially 
cer high prices for cotton and wool hamper American manufacturers of 


cotton and woolen goods in competing with foreign producers and with 
the rayon industry. 

Although the American farmer is gradually becoming less dependent 

xport outlets for his chief crops, it by no means follows that he does 

t have an important stake in international trade. Full employment in 


yether 


S. House of Representatives, Sixth Report of the House Special Committee on 
Var Economic Policy and Planning, The Post-War Foreign Economic Policy of the United 
, House Rept. No. 541, 79th Cong., 1st sess. (Washington, 1945), esp. pp. 8-12. 
f. T. W. Schultz, “Food and Agriculture in a Developing Economy,” in T. W. Schultz, 
Food for the World (Chicago, 1945), esp. pp. 316-19. 
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this country could mean a domestic market large enough to absorb , 
very substantial proportion of our agricultural output, except for a fey 
leading export items. But full employment can scarcely be achieved jy 
the absence of expanding international trade, whatever measures ar 
adopted to support the post-war domestic economy.® In the long rup 
the farmer stands to gain most from policies which encourage expansion 
of his market both at home and abroad, even though this means lower 
agricultural prices and larger imports of certain farm products. 


Tariffs, Quotas, and Subsidies 


Agricultural protectionism in the United States is not a recent phe. 
nomenon. It dates back to the latter part of the nineteenth century 
when successive tariff acts “benefited” the farmer by erecting tariffs 
on his products to “‘compensate”’ for the high tariffs which his industrial 
brethren were demanding on manufactured products. The Tariff Act of 
1930 raised agricultural duties to new high levels. For the most part, 
these duties were meaningless at the time of their adoption, but after 
the Agricultural Adjustment Program came into effect, many of the 
agricultural rates in the tariff schedule took on a new significance. For 
the Program had the effect of raising American agricultural prices above 
world prices, thereby creating an artificial price level which could not 
have been maintained without protection against imports. In a jew 
cases in which tariffs could not be relied on to keep out imports, quotas 
were introduced.!° 

To what extent has this wall of protection been modified by the 
Reciprocal Trade Agreements Program? The number of tariff reductions 
on agricultural products has been impressively large, covering the great 
majority of agricultural tariff items." In a very substantial number oi 
cases, moreover, the maximum 50 per cent reduction permitted under 
the original Trade Agreements act has been granted. Some of the reduc- 
tions have been of considerable significance, e.g., those on canned beef, 
certain grades of wool, and long-staple cotton. Many of the concessions, 
however, have applied to the less competitive items, and in a consider 
able number of cases, reductions on the more competitive items have 


* The converse is also true, of course. International trade cannot be expected to prospet 
unless this country pursues with reasonable success a policy aimed at full employment. 

1° Quotas were imposed on imports of wheat and wheat flour, for example, in 1941, whea 
the price of July wheat rose to a point at which it became profitable to import Canadian wheat 
over the tariff. (Cf. The New York Times, May 29, 1941.) They remained in effect until 1943, 
when they were suspended because of wartime conditions. (U. S. Department of >t*, 
Bulletin, Vol. VIII [1943], p. 386.) 


11 See U. S. Tariff Commission, Changes in Import Duties since 1930, rev. ed. (Washington 
1943) and Supplement (Washington, 1944). 
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ade applicable only to a specified quota of imports.” Tariff 
sifications have frequently been narrowed, moreover, to protect the 
‘can farmer at his more vulnerable points. 
ff rates remain high on a number of leading American agricultural 
ts. Among the more significant rates which have not been af- 
y the Trade Agreements Program are those on wheat (42 cents 
|), butter (14 cents a pound), fresh beef (6 cents a pound), and 
many important grades of wool not affected by the Argentine agree- 
As long as present agricultural price policies remain in effect, 
> is little likelihood that these higher tariffs on agricultural products 
be reduced. There is a strong probability, moreover, that some of the 
quotas which were suspended during the war will be restc-ed. 
In this connection, certain paragraphs in the State Department’s 
ntly published Proposals for Expansion of World Trade and Employ- 
are highly significant. These proposals, which are intended to 
as a basis for an international trade conference to be held in the 
ture, outline the commitments which, in the view of the United 
rovernment, members of a proposed international trade organi- 
hould be asked to make. Import quotas would be outlawed as 
rument of commercial policy. Certain exceptions, however, 
permitted, including the use of import quotas on agricultural 
; in conjunction with (a) governmental marketing or production 
tions or (b) the distribution of surplus commodities to lower-in- 
roups free of charge or at prices below the market. This excep- 
n, which was undoubtedly included at the request of the Department 
' Agriculture, represents no real change in American government pol- 
e a similar provision was included in all the Reciprocal Trade 
ments. It merely recognizes the probability that current agricul- 
al price policies, or something very like them, will be continued into 
lefinite future. 
resort to export subsidies has also been closely related to the 
f supporting domestic agricultural prices, in this country as well 
mber of other countries. The United States government started 


iclude cattle weighing less than 175 pounds and 700 pounds or more (other 
e), whole milk (fresh or sour), cream (fresh or sour), certain types of fresh or 
potatoes, Cuban filler tobacco, and certain molasses and sugar syrups (other 


etter grades of clothing wool, the rate is 34 cents per pound clean content. Duties 
so, On sugar, certain imported grades of tobacco, and a number of other agri- 
ts. As a result of the wartime rise in prices, however, rates on the products 
‘f which are fixed in specific terms, are considerably lower when expressed in 
ms than before the war. 

Department of State, Proposals for Expansion of World Trade and Employment 
1945), pp. 13-14. The proposals were accepted by the British in all important 
njunction with the recent loan agreement. 
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subsidizing exports of wheat and wheat flour in 1938." A cotton export 
subsidy program followed in 1939. In both cases, the subsidies wer 
intended to permit exporters to purchase at domestic prices and sel) 
abroad at the lower world market prices."® Wartime conditions led ¢ 
the suspension of the cotton program in 1942 and of the wheat progran 
in 1943." 
But reintroduction of export subsidies did not await the end of the 
war. Under the provisions of the Surplus Property act, approved (Or. 
tober 3, 1944, the Commodity Credit Corporation may sell surplus 
farm commodities for export at competitive world prices, even though 
the legal minimum price for comparable domestic sales is substantially 
higher.'® Export subsidy programs were promptly inaugurated for 
wheat, wheat flour, and cotton, although in January, 1945, the subsid) 
on wheat was withdrawn.'® 
There is every indication that the use of export subsidies may be 
continued, and perhaps extended to additional commodities, when the 
expected post-war slump in world agricultural prices gets under way 
Here again, the State Department’s proposals on post-war commercial 
policy include a significant loophole. They provide that, within three 
years of the establishment of the proposed international trade organiza- 
tion, the use of export subsidies by members of the organization is to 
cease. If, however, a burdensome world surplus develops (or threatens 
to develop) in the case of a given commodity, and attempts to solve the 
problem through intergovernmental action fail, members may resort to 
export subsidies.” 
There is no doubt that the employment of export subsidies by the 
United States government has had a disturbing effect on our inter 
national commercial relations.“ Such a policy, moreover, encourages 
similar action by other countries at the very time when the United 
A more limited subsidy program, applying to exports of wheat and flour from the Pacit 
Northwest, made its first appearance in 1933. 
16 In the case of wheat and wheat flour, the exporter was to apply to the federal government! 
for compensation to cover his actual loss. In the case of cotton, the amount of the subsidy was 
fixed. The average subsidy on wheat in the 1938-39 season amounted to 28.7 cents a bus 
(Cf. The New York Times, August 22, 1939.) 
17 [hid., July 22, 1942; and Foreign Commerce Weekly, July 27 
18 Public Law No. 457, 78th Cong., Sec. 21 (c). 
18 In November, 1945, the subsidy amounted to 4 cents a pound on cotton and to 18 cents 
a hundred pounds on wheat flour. (The New York Times, November 24, 1945.) 


1943, p. 23. 


20 No member may employ such subsidies, however, in such a way as to enlarge its sha! 
of the world market. (U.S. Department of State, Proposals for Expansion of World Trade and 
Employment, p. 16.) 

*t See, for example, the address of Mr. Dean Acheson (now Under-Secretary of State) at t 
cotton conference arranged by the Subcommittee of the House of Representatives tor 
Study of Policies of Post-War Agriculture. (U. S. Department of State, Bulletin, Vol. XJ 
[1944], pp. 700-1.) 
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rving to exert its influence toward a restoration of liberal 


99 


iC>. 


Intergovernmental Commodity Agreements to Stabilize 
Agricultural Prices 


1. Current Proposals. It is not our purpose to enter into a general 
‘iscussion as to the merits of intergovernmental commodity agreements. 
We shall be concerned only with the réle which such arrangements can 
e expected to play in stabilizing world agricultural prices. Most recent 
sals for handling the problem of post-war surpluses in the agri- 
tural field center around the use of such schemes and the need for 
national machinery to prevent their abuse. 
It is widely recognized that supply and demand conditions for many 
sic agricultural staples are such as to create a special need for inter- 
sovernmental action to deal with burdensome surpluses. Although pro- 
tion tends to expand rapidly in response to price increases, its re- 
nse to price declines is sluggish and sometimes perverse. In addition, 
e demand for commodities of this type is in most cases relatively 
elastic. Hence arises the familiar phenomenon of abnormally low agri- 
tural prices and large surpluses which is so characteristic of periods 
severe depression. The problem is the more serious because of an 
long-run tendency for the supply of agricultural products to 
more rapidly than the demand.” Thus there has been a pro- 
ed tendency for governments to step in to protect the distressed 
icers, frequently through measures to support prices. These at- 
pts have generally been unilateral, and their net effect on inter- 
tional trade has been highly restrictive. The case for codrdinated inter- 
The emphasis in all recent proposals relating to intergovernmental 
mmodity arrangements has been on getting away from the restrictive 
f agreement which has been prevalent in the past. The recom- 
lations which came out of the Hot Springs Conference, and which 
| to the formation of the United Nations Food and Agricultural Or- 
ition, stressed the importance of expanding agricultural produc- 
to meet the world’s nutritional needs. This point of view dominated 
be argued, of course, that if the domestic price of a commodity is held above the 
ugh governmental price-supports, an export subsidy which merely compensates 
ferential will not have a disturbing influence on the world market. This is not 
The relatively high domestic price will tend to stimulate domestic production 
ge domestic consumption, so that the volume of exports may be larger than it 
n in the absence of intervention. Production restrictions will not necessarily 
this result. For a more extended discussion of this problem, see M. S. Gordon, 
rld Trade (New York, 1941), pp. 323-24. 


Schultz, ‘Food and Agriculture in a Developing Economy,” in Schultz, ed., 
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the Conference’s conclusions on intergovernmental commodity arrange. 
ments, which, it was stated, should be “designed so as to promote the 
expansion of an orderly world economy.’’** Although no specific recom. 
mendation was made with respect to buffer stocks schemes, much of the 
discussion at the Conference centered around the proposal of the Britis) 
delegation for the establishment of an international buffer stocks agency, 
which would purchase stocks during periods of declining prices and 
gradually liquidate them as prices revived in an attempt to counteract 
price fluctuations.” 

The official position of the United States government on commodity 
agreements was given definite formulation with the publication of the 
State Department’s Proposals for Expansion of World Trade and Em. 
ployment. The tone of the statement in relation to commodity agree. 
ments is extremely cautious. It is proposed that special intergovern- 
mental commodity studies should be sponsored by the international 
trade organization, and that every effort should be made to correct mal- 
adjustments through the operation of market forces and particularly 
through exploring every possible method of stimulating consumption 
Curtailment of production and trade through commodity agreements 
should be undertaken only if the situation requires drastic measures 
Such agreements, moreover, should be regarded as transitional in na- 
ture and should provide for the correction of particular maladjustment 
through a program designed to promote shifts of resources and man- 
power out of over-expanded industries.” 

Somewhat different is the impression one gets from a recent Depart- 
ment of Agriculture publication on post-war foreign trade problems in 
the agricultural field.** While stressing the need for coérdinated programs 


** United Nations Conference on Food and Agriculture, Final Act, U. S. Department of 
State, Bulletin, Vol. VIII (1943), pp. 566-67. It was further recommended that a bod) 
broad principles should be agreed upon, to assure (a) the representation of consumers as w« 
as producers, (b) increasing opportunities for the supplying of consumption needs from the 
most efficient sources of production at prices fair to both consumers and producers, (c) tht 
maintenance of adequate reserves, and (d) provision for the orderly disposal of surpluses 

* The original British proposal rejected the use of trade or production restrictions in con- 
junction with the buffer stocks scheme, but in later discussions the American view that ” e 
stabilization could not be achiey ed in the of such controls pre: 


ed. op cit. , p. 244. ) 

* Cf. above. For an earlier statement by Bernard F. Haley in an address before the A ac: 
emy of Political Science, see U. S. Department of State, Press Release, April 3, 1945, No. 2°? 

7 Cf. U. S. Department of State, Proposals for Expansion of World Trade and —, 
pp. 20-21. Specifically, it is proposed that commodity agreements shall be effective io 
more than five years, and shall not be renewable unless a review of the entire situation demon- 
strates a rea] need for their continuation and unless substantial progress has been mace towa! 
correction of the underlying maladjustments. 
® % U. S. Department of Agriculture, Interbureau Committee on Post-War Progra ar 
Post-War Foreign Trade Program for U.S. Agriculture (Washington, 1945), esp. pp. * 
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and consumption and to achieve shifts in production along the 
nparative advantage, this set of proposals seems to go rather 
: direction of a planned world agricultural system. Under the 
ommodity agreement contemplated, extreme fluctuations in 
on the world market would be prevented through export controls 
the establishment of upper and lower price limits which would be 
ified from year to year to conform with basic changes in demand and 
ply conditions. Buffer stocks would be maintained by the various 
al governments and possibly by an international agency as well. 
) [hese stocks would be reduced or replenished to counteract price fluc- 
of th tuations but would not be permitted to fall below certain minimum 
id Em- @™® \evels. Production adjustments, brought about through appropriate 
luction controls enforced by national governments, would be relied 
to keep prices and stocks at the required levels. The plan apparently 
mplates an extension of the ‘‘ever-normal granary” idea to the in- 
onal arena. While there is nothing new or radical about these pro- 
als,** one cannot escape the conclusion that a permanent system of 
ntrol, rather than a mechanism for dealing with purely temporary 
aladjustments, is intended. 
‘hether the cautious attitude of the State Department will come 
minate the policies of the proposed international trade organization 
ains to be seen. During the first meeting of the United Nations Food 
\griculture Organization in October, 1945, it was apparent that 
ny of the delegates, particularly from the large agricultural-exporting 
tries, favored the immediate establishment of an international 
1S in agency, modeled after the Commodity Credit Corporation, to control 
tl vement of agricultural products in world trade.*° The debate on 
this proposal revealed sharp differences of opinion among the various 
elegations, and no positive action was taken. But in August, 1946, 
the Organization made public, as a basis for further discussion, the so- 
| “Orr Plan,” under which a world food board would carry on 
bufler stock operations, with special provisions for disposal of surplus 
ds to needy nations.*! 
2. Commodity Agreements and Parity Price Formulas. Whatever the 
precise rdle of commodity agreements, there arises a most serious ques- 
n as to how the parity price structure in the United States is to be 


ed in this publication do not, of course, represent official U. S. government 
| are significant only in so far as they suggest the trend of thinking within the 
f Agriculture. 

ble closely the provisions of the Draft Convention for an International Wheat 
t. Cf. p. 606, below. 

e New York Times, October 21, 23, 24, and 25, 1945. 

‘. The New York Times, August 9, 1946. It was reported that President Truman’s cab- 
acted unfavorably to the proposal. 
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reconciled with an international scheme of commodity price stabilizs. 
tion. As we have seen, the effect of our domestic agricultural policy ha; 
been to maintain American agricultural prices well above world prices 
The system of parity prices, moreover, is based on a historical formul, 
which bears no relation to competitive conditions in world markets 
Under existing legislation, price floors for a substantial list of agricul. 
tural commodities are to be held at 90 per cent of parity until the end 
of a two-year period dating from the first of January immediately {o- 
lowing the official end of hostilities.** Thus there is no prospect, short o! 
repeal of this legislation, of any basic change in agricultural price policies 
before the end of 1948. 

If artificial price differentials created by government control measures 
in major supplying countries are not eliminated, international com- 
modity agreements can have but limited usefulness in stabilizing world 
agricultural prices. This difficulty can be concretely illustrated in con- 
nection with the International Wheat Agreement, the price provisions of 
which have not at this writing come into effect. The wheat agreement 
provides for ‘‘a basic minimum price and a basic maximum price of 
wheat, c.i.f. United Kingdom ports, and schedules of prices, c.if. and 
or f.o.b., equivalent thereto for the various wheats sold in world mar 
kets,” these prices to be determined by the International Wheat 
Council.* As Dr. Davis has pointed out, wheat prices in the four major 
exporting countries have been so divergent that a wide range between 
maximum and minimum prices would undoubtedly have to be main 
tained.* This would probably mean that each exporting country would 
continue to determine its own price and subsidize, if necessary, to move 
its wheat into the world market. If and when all the provisions of the 
wheat agreement come into effect, subsidies may serve the purpose oi 
permitting countries with relatively high prices to fill their export quo- 
tas, but will not, of course, enable them to compete for a larger share o! 
the market. 

It is difficult to see how a similar situation can be avoided in the case 
of cotton, if price controls are set up in the international cotton agree- 
ment now under consideration. The reintroduction of a United States 
export subsidy scheme has precipitated a general demand on the part 
of the major exporting countries for an agreement to stabilize exports 
The fourth meeting of the International Cotton Advisory Committee 

2 Public Law No. 729, enacted October 2, 1942. The date of the official end of hostilities 


must be determined by presidential proclamation or by concurrent resolution of both Houses 
of Congress. 


3 U. S. Department of Agriculture, Office of Foreign Agricultural Relations, The Jnier- 
national Wheat Agreement (Washington, 1942), p. 9. 
J. S. Davis, Wheat under International Agreement, National Economic Problems, No. 4! 
(New York, Am. Enterprise Assoc., 1945), pp. 10-11. 
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id in Washington in April, 1945, recommended that a study group 
e appointed to prepare definite proposals for international collabora- 
, to deal with the world surplus of cotton. It was agreed that an 


i t 


abiliza. 
icy has 
prices 
ormuls efective arrangement would require regulation of one or more of the 
arkets wing—exports, export prices, and production.® So long as existing 
eric! orice floors are maintained in this country, however, the differentials 
he end etween the American price and prices of comparable grades of cotton 
ely fol. n the other major exporting countries will undoubtedly have to be pre- 
hort c served, and the need for an American export subsidy will continue. It 
s significant that as yet no agreement has been announced. 

[he problem created by American parity prices, of course, is merely 
rt of a much broader problem arising out of agricultural price controls 
g in both exporting and importing countries. During the 1930’s, 
rices in the major continental European importing countries were held 
far above world prices through price-fixing measures buttressed by rigid 
mport restrictions. Such imports as did come in were to a considerable 
tent purchased from the smaller European agricultural-exporting 
tries under strictly controlled bilateral] clearing arrangements or 
ther similar devices. Thus the world market was narrowly restricted, 
nd the impact of fluctuations in world supplies fell heavily on the major 
overseas agricultural-exporting countries, which in turn resorted to 
price supports and in some cases to export subsidies. If this type of 
situation should prevail in the post-war world, any attempt to stabilize 
international agricultural prices would operate under a severe handicap. 
[t would be virtually impossible, moreover, to achieve the shifts in pro- 
luction which are so urgently needed from the point of view both of 
tritional needs and of a more efficient utilization of productive re- 


rces. 


rOlicies 


-aSures 


Other Problems Connected with Commodity Agreements. The pro- 
als for post-war international commodity agreements all emphasize 
importance of representation of the consumer point of view in the 
tiation and administration of such agreements. It is hoped that 
will help to ensure against the restrictive and monopolistic tend- 
ncies which have been characteristic of many past agreements. Pro- 
ion of the consumer interest can be achieved in part through the 
tion of men of broad judgment as members of the commodity com- 

n, which will be one of the organs of the proposed international 
rade organization. As a further safeguard, the State Department pro- 
hat in any such arrangements importing countries be given a 
jual to that of exporting countries. But can importing countries 
ied on to represent the consumer’s point of view? Probably they 
' they are wholly dependent on imports to meet their requirements 


'. S. Department of State, Bulletin, Vol. XII (1945), pp. 772-73. 
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for the commodity in question.* In the more usual case, however. j; 
which a country is dependent on imports for only a portion of its total 
consumption of the commodity, it is likely to be at least as much inte. 
ested in protecting domestic producers as in securing a low price for jts 
consumers.*? 

Secondly, all the current proposals for stabilizing agricultural price 
through commodity agreements place considerable emphasis on th 
need for bringing about shifts in production along the lines of compara 
tive advantage. This is certainly a desirable goal, but one may we 
question how successfully shifts of this kind can be encouraged withi; 
the framework of a system of international marketing controls. One 
the most serious criticisms of international commodity agreements in 
the past has been concerned with their tendency to protect the position 
of relatively inefficient producers. Export quotas are usually allocated 
among the participating exporting countries in accordance with their 
relative shares in the world market in some previous period. Once a 
country has been assigned an export quota, it will be unlikely to submit 
to a reduction. If it is a relatively high-cost producer, moreover, it wil 
tend to exert its influence in favor of a price high enough to permit it 
to fill its quota. 

A further question concerns the possibility of controlling production 
of agricultural commodities on a world-wide scale. The Department of 
Agriculture’s plan appears to rely heavily on production controls as th 
basic mechanism for offsetting the accumulation of excessive stocks and 
achieving production shifts. But among leading agricultural economists 
in this country, there has been an increasing tendency to question the 
effectiveness of existing methods of production control.** Restriction oi 
acreage for a given crop tends to be accompanied by more intensi: 
cultivation of the acres actually planted, especially if financial induce. 
ments are employed to bring about the desired restriction. A recent 
study indicates that no positive conclusions can be drawn as to the ei 
fectiveness of the AAA program in reducing production, although out: 
put was probably reduced somewhat below what it would have been !! 
there had been no AAA.*® Whether more effective methods, short 0! 


% Even in such a case, however, political considerations may prevent an importing country 
T at 


from bargaining for the lowest possible price, e.g., the United States in relation to Lats 
American coffee. 

*7 Here we must beware of sweeping generalizations. The attitude of the country will depen 
on a great many factors—the importance of domestic production in relation to comest 
consumption, the desire to make certain of adequate domestic supplies of the commodity !" 
the event of war, the political power of farmers as a group, and so on. 

* Cf. J. S. Davis, On Agricultural Policy, 1926-38 (Stanford University, 1939), pp. 475-7 
and T. W. Schultz, “Agriculture in the American Economy,” Am. Econ. Rev., Vol. XXX, No 
5 (February, 1941), pp. 136-39. 

#* Cf. G. Shepherd, “Changing Emphasis in Agricultural Price Control Programs,” 
Farm Econ., Vol. XXVI (1944), pp. 483-84. Comparisons of average production of leacing 
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lectivism, of controlling the output of millions of individual farms 
an be devised remains to be seen. If critics of current agricultural poli- 
have their way, the emphasis will be on shifts in production, rather 
han on restriction as such, in the future. As matters stand at present, 
however, one can easily visualize the accumulation of enormous stocks 

ander an international scheme to control production and regulate prices. 

[his brings us to consideration of the proposal for an international 

fer stocks agency. In theory, the operations of such an agency would 
be so managed as to ensure the fluctuation of prices around an equilib- 
rium price, which would be subject to modification from time to time 
to conform with long-run shifts in basic supply and demand conditions. 
In | practice, one may seriously question whether this result could be 

<a Even if political pressures could be left out of account, the 
silibri 1 price would be difficult to determine. Actually, price goals 
pert be determined largely as a result of the give and take 
political compromise rather than on the basis of economic criteria. 
If past experience with similar schemes on a national scale is any guide, 
oreover, considerable pressure would be exerted on the international 
y by interested groups to postpone the liquidation of stocks in 
periods of high or rising prices. 

In emphasizing the difficulties which will stand in the way of attempts 
to stabilize agricultural prices through intergovernmental commodity 
agreements, it is not our purpose to demonstrate that such arrangements 
are of no value, but rather to stress the need for caution, especially with 
respect to elaborate plans for long-run price stabilization. If one could 
be certain that the views outlined in the State Department’s proposals 

id dominate subsequent international negotiations, there would be 
no occasion to reiterate a note of caution here. It is not unlikely, how- 
ever, that lip service may be paid to the State Department’s views in 
setting up the international trade organization, but that subsequent 

tiations for the solution of commodity problems may proceed along 

re or less traditional lines. If representatives of farm organizations 
in the major exporting countries press for the immediate adoption of 
rice-stabilization schemes, it may be difficult for the proposed com- 
modity commission to insist on the careful study of alternative measures 


which the State Department recommends. 


1T 


Conclusions 


How are the inconsistencies between our agricultural policies and our 
oad program for international economic coéperation to be resolved? 


ed crops for the years 1938-40 with that for 1930-32, just before the AAA program 

ut into effect, show that production of certain commodities increased or remained the 

same while production of other crops, notably cotton, decreased. In any case, huge unsaleable 

s had accumulated by the early 1940’s, indicating that loan rates were too high to move 
the supplies actually being produced. 
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A satisfactory program from a theoretical point of view might embody 
features which would be utterly unacceptable politically. Forty. 
iately, there are indications both within and outside the Administratio, 
of a growing recognition that changes are in order.*® Without a. 
tempting to formulate a comprehensive program of agricultural fr. 
form, I should like to emphasize certain basic considerations whic 
should be kept in mind in approaching the problem of internationa) 
agricultural adjustment. 

First of all, American agriculture cannot assume its appropriate po. 
sition in post-war world trade unless parity price formulas are aban. 
doned as soon as possible and replaced by policies designed to bring 
American agricultural prices into line with world prices. This may ap- 
pear to be a rash suggestion in view of the political strength of the “farm 
bloc.’”’ But are farm bloc leaders irrevocably wedded to a policy of main- 
taining an agriculture price structure which has no relation to present- 
day realities? Undoubtedly, any attempt to remove all controls over 
farm prices would be vigorously resisted. But a politically acceptable 
policy might combine (1) gradual adjustment of most American agri. 
cultural prices to world prices, (2) some method of protecting the farmer 
from the impact of short-run market fluctuations, and (3) provision oi 
financial aid to the farmer to encourage the necessary shifts in produc- 
tion. 

Recently, a number of agricultural economists have suggested “for- 
ward pricing” plans under which prices would be related to market 
forces, but price goals (or forward prices) established in advance would 
eliminate much of the guess work for the farmer in planning his pro- 
duction. Most of these plans involve some method of compensating the 
farmer if the market price turns out to be lower than the forward price.* 
Forward prices would be revised from year to year to conform with 
shifts in demand and supply conditions. 

Such a change in policy would pave the way for removal of many of 
the nationalistic measures which have been applied to our agricultura 
foreign trade. If the necessary reductions from present inflated price 
levels could be brought about gradually and a program of subsidies 
devised to aid the farmer during the transition period, it does not seem 


‘° A committee of the American Economic Association recently reported on the problem «i 
agricultural price policies and their effects. Cf. E. J. Working, “Report of Ad Hoc Committee 
on Agricultural Price Supports,” Am. Econ. Rev., Vol. XXXVI, No.2 (May, 1946), pp. 817-2 

Recent speeches by Secretaries Byrnes and Anderson suggest that the administration recog: 
nizes the unfortunate effects of agricultural policies in relation to foreign trade. (Cf. The New 
York Times, November 24, 1945.) 

‘! See the prize essays on the subject, “A Price Policy for Agriculture, Consistent ¥® 
Economic Progress, That Will Promote Adequate and More Stable Income from Farming, 
in the Jour. Farm Econ., Vol. XXVII (Nov., 1945). ; 

See also Postwar Agricultural Policy, Report of the Committee on Postwar Agricultura 
Policy of the Association of Land-Grant Colleges and Universities (October, 1944) for a soun® 
approach to the problem of agricultural adjustment. 
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together improbable that farm bloc leaders might be led to recognize 
advantages which would accrue to the farmer in the form of ex- 
anded domestic and foreign markets. 
My second suggestion concerns the approach to the problem of world 
ricultural surpluses. There is a danger that the success or failure of 
ternational codperation in the commodity field within the next few 
rs will be judged solely with reference to the number of international 
odity agreements (or other stabilization schemes) successfully 
gotiated and put into effect. Actually, to the extent that national 
price policies result in substantial artificial price-differentials among 
mpeting countries, it may be very difficult to secure agreement on 
price-stabilization measures and perhaps even more difficult to operate 
agreements once they are put into effect. Thus the most important work 
be accomplished lies in the direction of bringing national price policies 
more closely into line with international competitive forces. Neither the 
FAO nor the proposed ITO will be in a position to compel action along 
ine, but both agencies will be able to make strong recommendations 
national governments. 
Pri es have been farthest out of line and nationalistic trade measures 
ost pronounced, of course, in importing countries, especially on the 
tinent of Europe. Any far-reaching changes in European agricultural 
icies will depend on successful international codperation in many 
el ids in creating a real feeling of security against the threat of war, 
the fields of currency stabilization, international investment, 
ommercial policy, and agricultural policy itself. But the agencies di- 
rectly concerned with commodity problems can make a real contribution 
to this effort and should regard it as one of their most important func- 
ions. To a very considerable extent, the rigid agricultural import re- 
strictions which came into effect in the early 1930’s were imposed to 
protect agricultural producers from the impact of price instability in 
world markets. Agricultural-importing countries have a vital interest 
international price-stabilization programs and might be induced to 


expand their imports substantially in conjunction with an international 
policy which would provide reasonable assurance against violent price 


leclines and dumping. The reconversion period provides a unique op- 
rtunity for reorientation of European agricultural policies, since large 
ports (both in the form of relief and actual purchases) will in any 
ase be essential until European production can be restored, and mean- 


while plans can be made for a greater emphasis on the production of 
protective foods as opposed to the basic staples which have been so 
heavily protected in the past. 


Finally, as an alternative to the buffer-stocks proposal, I should like 
it in a word for an international price-stabilization scheme which 


we uld be specifically designed to deal with emergency situations. The 
‘eal need, it seems to me, is for a plan which could be promptly put into 
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effect when world surpluses begin to appear and a serious decline jy 
prices threatens. Why not set up an international agency which woul; 
be prepared to purchase excess supplies in such a situation and dispos 
of them relatively promptly by methods which would not depress prices 
in organized markets? It has frequently been suggested, for example, 
that something resembling our Food Stamp Plan could be worked out 
on an international scale, providing for the sale of food at lower-thap. 
market prices to the unemployed or other low-income groups in various 
parts of the world. 

Such a plan would, in one respect, have a more limited objective than 
the buffer-stocks proposal, since it would involve no attempt to offset 
rising prices through the sale of stocks during periods of upswing of the 
cycle. But agricultural production tends to expand quite rapidly in re. 
sponse to price increases. The real difficulty occurs in the downswing 
of the cycle, when production fails to contract. In view of the fact, also, 
that pressure might be exerted on an international buffer-stocks agency 
to postpone the liquidation of stocks, it is questionable whether price 
increases could be effectively counteracted by such an organization. The 
advantage of the emergency approach to the stabilization problem 
would lie in the greater possibility of avoiding the accumulation of 
enormous stocks, which would call for expensive storage facilities and 
would exert a prolonged depressing influence on the market. The chief 
limitation of such a scheme, on the other hand, would be associated 
with the possible difficulties involved in finding wide enough outlets for 
the surplus stocks without affecting organized markets. Solution of this 
problem would call for the active codperation of many governments, but 
the potential contributions to improve nutrition should act as an im- 
portant stimulus. 

The emphasis in all the discussions leading up to the establishment o/ 
the United Nations Food and Agriculture Organization has been on the 
need for expansion of agricultural production to provide adequately for 
the nutritional needs of the world’s population as a whole. In general, 
surpluses have appeared because of inadequate purchasing power in 
many parts of the world and among low income groups even in the 
wealthier nations, not because production has been excessive in relation 
to basic nutritional needs. Furthermore, the most serious deficiencies 
are to be found in the production and consumption of the so-called “pro- 
tective’”’ foods. In the light of these considerations, blind adherence to 
the restrictionist mentality which characterized agricultural interven 
tion in the 1930’s seems almost criminal today. It should be possible, 
though admittedly difficult, to develop a new approach which will elim! 
nate the apparent conflict between the effort to expand production to 
meet nutritional needs, on the one hand, and to stabilize farm incomes 
on the other. 


LANGE ON PRICE FLEXIBILITY AND EMPLOYMENT: 
A METHODOLOGICAL CRITICISM 


By MILTON FRIEDMAN* 


[his article, initially undertaken as a conventional review of Oscar 
Lange’s Price Flexibility and Employment,' has, in process, turned into 
a lengthy critique of the methodology used by Lange to evaluate the 
ects of price flexibility. This shift reflects contradictory impressions 
lerived from a first reading of the book, impressions that paralleled 
nd reinforced those derived from reading other work of the same kind. 
Here is an obviously first class intellect at work; yet the analysis seems 
nreal and artificial. Here is a brilliant display of formal logic, abstract 
nking, complicated chains of deduction; yet the analysis seems more 
ily a rationalization of policy conclusions previously reached than 
a basis for them. What is there about the type of theorizing employed 
that makes it sterile even in the hands of so competent a practitioner 
as Lange? 
Lange’s book is an excellent example to use in examining this ques- 
precisely because it is, within its own frame of reference, so good. 
re is no magic formula for wringing knowledge about complicated 
problems from stubborn facts. No method is proof against incompetent 
application. The merits of a method of analysis can be judged only when 
it is carefully used by a master of it. Lange is clearly a master of what 
we shall later term taxonomic theorizing, and he has used it in this book 
ie carefully an important problem. The book is, therefore, a 

good text for a methodological sermon. 


I. Summary of Lange’s Analysis 


Lange seeks to answer the following question: Granted that the 
lirect effect of a fall in the price of an underemployed factor of pro- 
luction is to increase the employment of that factor, what indirect 

ects may frustrate or reinforce this direct effect? There are, of course, 
an indefinitely large number of possible sources of indirect effecis. 
Lange analyzes five: (1) changes in the demand for and supply of 

y (Chap. IV), (2) changes in expected future prices (Chap. V), 
uncertainty (Chap. VI), (4) imperfect competition (Chap. VII), 
5) international trade (Chap. VIII). The chapters dealing with these 
thor is associate professor of economics at the University of Chicago. He taught 
versity of Minnesota last year; and prior to that, was on leave from the National 


ymic Research to do war research with the Statistical Research Group, Colum- 
ersity 


omington, Indiana: Principia Press. 1944. Pp. ix, 140. $2.00. 
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effects follow three chapters setting forth the problem and are followe; 
by five chapters that seek to apply the analysis to an examinatioy 
of (1) the ‘‘orthodox” theory which “denies that oversaving anj 
limitation of investment opportunities can take place in an economy 
with flexible prices of factors of production and flexible interest rates’ 
(p. 51), (2) the effects of “innovations,” and (3) “the problem oj 
policy,” .e., the economic policy that ought currently to be adopted 
by society. 

The analysis is consistently abstract; the style is perhaps best de. 
scribed as verbal mathematics; and the text is followed by a formal 
mathematical appendix analyzing the mathematical conditions for the 
stability of economic equilibrium. ‘‘Facts” are introduced to limit some. 
what the range of possibilities considered, but, except for the final chap. 
ter, play no other réle in the analysis. In the final chapter, which deals 
with ‘The Problem of Policy,” facts are used to select from the be. 
wildering variety of theoretical possibilities those that, in Lange’s view, 
correspond most closely with the economic world prior to the First 
World War and subsequent to the second. As would be expected, the 
abstract reasoning is of a high order; Lange’s past work has adequately 
demonstrated his mastery of formal logic, and his ability to manipulate 
symbols and concepts and to lead the reader astutely through a lengthy 
and abstruse theoretical argument. 

The full detail of Lange’s analysis of indirect effects cannot be repro- 
duced here; a brief summary may indicate the kinds of indirect effects 
treated. 


A. Monetary Effects 


Suppose that an initial equilibrium position is disturbed by the ap 
pearance of an additional supply of some factor of production and that 
in consequence its price falls. This fall in price will stimulate the sub- 
stitution of this factor for others (the intratempora! substitution effect 
and the associated fall in the price of products produced primarily wit! 
this factor will stimulate the substitution of these products for products 
produced primarily with other factors (the expansion effect). These 
substitutions will in turn cause the prices of other factors and of other 
products to fall. Where and how will the process end? 

This depends, in the first instance, on the monetary effect of these 
price changes. The initial and induced price declines increase the real 
value of the cash balances previously held by the community. If there 
is no change in either the real quantity of cash balances the communit! 
desires to hold or the nominal quantity of money, there is an excess 
supply of cash balances. The inflationary influence of this excess supply 
of cash balances prevents the prices of other factors and other products 


D 
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olloweg falling as much as the price of the factor initially underemployed 
nation and the prices of the products produced primarily with that factor, and 
Ng an thereby pern its the initial price decline to be effective in producing a 
-onom) y equilibrium with full employment of the initially underemployed 
rates’ actor 
lem of [here is, in Lange’s terminology, a positive monetary effect. But 
dopted se the price declines lead to a reduction in the real quantity of 
ash balances available relative to the real quantity desired—for ex- 
est de. e, because the nominal quantity of money is reduced by a larger 
formal raction than prices fall. This negative monetary efiect is a deflationary 
for the nfluence that forces all prices down, leads to more unemployment 
: some- than there was initially, and causes a cumulative decline in prices. Why 
| chap- J should the nominal quantity of money remain constant, increase, or 


rease? What is the mechanism or process whereby this occurs? 
Lange is not interested in such questions. He is enumerating theoretical 


h deals 
he be. 


3 View possibilities, not describing the real world. 

First 

B. Price Expectations 

uate Expectations about future prices constitute one important factor, so 

pula far neglected, that may cause a change in the real quantity of cash 

ngth lances the community desires to hold. Suppose the fall in the price 
of the underemployed factor leads to a general expectation of a larger 

rept percentage) fall in the price expected to prevail at a later date, and 

He that the associated declines in prices of products and other factors lead 

similar expectations about their future prices (elastic price expecta- 
tions). It will then be advantageous to shift purchases from the present 
) the future. In so far as this shift affects the underemployed factor, it 

1e ap- y partly, fully, or more than offset the direct increase in employ- 

1 tha ment. In so far as it affects products and other factors, it is equivalent 

su a general desire to hold a larger real quantity of cash balances—to 

fect substitute money for goods. Unless the real quantity of money avail- 

with able increases at least proportionately, there will be a negative mone- 

ducts tary effect. Similarly, if future prices are expected to fall by a smaller 

hese percentage than present prices (inelastic price expectations), it will 

oth be advantageous to shift purchases from the future to the present, the 
real quantity of cash balances that the community desires to hold will 

these lecrease, and the monetary effect will be positive unless the real quan- 

rea tity of money available decreases at least proportionately. 

there : 

init U. Uncertainty 

xces _The strength of the intertemporal substitution effects engendered by 

PP nges in expected future prices depends on the degree of uncertainty 

lucts that peer to these expectations. The periods of time for which men 


616 THE AMERICAN ECONOMIC REVIEW [SEPTEMEEp 


will plan—their economic horizons—will be shortened by an increay 
in the uncertainty they attach to their expectations and lengthened by, 
decrease in uncertainty. “An economy with flexible factor and produc 
prices is likely to involve greater uncertainty of price expectations thay 
one in which some prices are rigid’’ (p. 34). In consequence, intertem. 
poral substitution effects will tend to be smaller in the former than iy 
the latter economy. 


D. Imperfect Competition 


Imperfections of competition arising from monopolies and monop. 
sonies, or monopolistic competition and monopsonistic competition, add 
nothing new to the analysis; they necessitate solely a change in the form 
of statement. Oligopolies and oligopsonies are another matter. Lang 
regards a “kink” in the demand schedule as the essential feature oj 
oligopoly, and in the supply schedule as the essential feature of oligop- 
sony. These “kinks” imply discontinuities in the corresponding marginal 
revenue or marginal cost curves. In consequence, the marginal cost 
curve can shift without giving an oligopolist an incentive to change the 
output or price of his product, and the marginal-value-productivity 
curve of a factor can shift without giving an oligopsonist an incentive to 
change the quantity purchased or the price of the factor. Oligopoly and 
oligopsony may, therefore, thwart both intratemporal and intertemporal 
substitution, the incentive to a change in output or in the employment 
of factors being lost in the discontinuities. Indeed, if the underemployed 
factor is purchased solely by oligopolists, even the direct effect of 
reduction in its price may be simply an increase in the oligopolist's 
profit, and no increase in employment. 


E. International Trade 


The final source of indirect effects, international trade, hardly ce- 
serves separate consideration. The direct effect of a reduction in the 
price of an underemployed factor is likely to be concentrated mainly in 
the country in which the factor is located whereas the indirect eflects 
spread through the world. Consequently, if the country in question is4 
small part of a world in which trade is tolerably free, most of the in- 
direct effects are experienced elsewhere and international trade is 4 
stabilizing influence. If the country is a large part of the world economy, 
the indirect effects will have important reactions on it and “the result 
depends on the net effect upon the real quantity of money in the country 
under consideration” (p. 50). 


Il. Criticism of Lange’s Analysis 


‘‘We have found,” says Lange in summarizing some of his results 3 
the beginning of the chapter on “The Problem of Policy,” “that on'y 
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increase ander very special conditions does price flexibility result in the auto- 
ned byg maintenance or restoration of equilibrium of demand for and 
prody supply of factors of production. These conditions require a combination 
Ons than ; such a responsiveness of the monetary system and such elasticities of 
iterten e expectations as produce a positive monctary effect, sensitivity of 
than rtemporal substitution to changes in interest rates (if the positive 
netary effect leads to a change in the demand for securities rather 

in to a direct change in the demand for commodities), absence of 

highly specialized factors with demand or supply dependent on strongly 

monop- elastic price expectations, and, finally, absence of oligopolistic or 
lon, add gopsonistic rigidities of output and input. To a certain extent, the 
he form HP absence of a positive monetary effect may be replaced by the stabilizing 
. Lange uence of foreign trade in an atomistic international market (among 


ture of lifferent countries)” (p. 83). 
oligoy [he implication might be thought to be that these “‘very special con- 
larginal s’ for full employment will seldom or never be fulfilled. But such 
ial cos ation is contradicted by Lange’s next sentence: “There are 
nge th g easons to believe that these conditions were approximately 
ictivit realized in the long run during a period which extended from the 1840’s 
itive 1914” (p. 83). 
aly an his apparent contrast between “very special conditions” and their 
mpora tion for some 70 years emphasizes what seems to the reviewer 
ym damental weakness of the kind of theorizing incorporated in this 
Ploy a weakness of the species, not of this example, since the book is 
ct ol 4 is ably constructed an example of the species as one could hope 
DouUst 
A. Alternative Theoretical A pproaches 
a Theory can be used in two very different ways in the development of a 
th science. The approach that is standard in the physical sciences is to use 
tah theory to derive generalizations about the real world. The theorist 
off starts with some set of observed and related facts, as full and compre- 
Lee ensive as possible. He seeks a generalization that will explain these 
he ts; he can always succeed; indeed, he can always find an indefinitely 
ye urge nur ber of generalizations. The number of observed facts is finite, 
ees ne ber of possible theories is infinite; infinitely many theories can 
nial be found that are consistent with the observed facts. Che 
Pe rist therefore calls in some arbitrary principle such as ““Occam’s 
<a Razor,” and settles on a particular generalization or theory. He tests 
this theory to make sure that it is logically consistent, that its elements 
sceptible of empirical determination and that it will explain ade- 
ately the facts he started with. He then seeks to deduce from his 


theory facts other than those he used to derive it, and to check these 
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deductions against reality. Typically some deduced “facts” check 
others do not; so he revises his theory to take account of the additional 
facts. 

The ultimate check of deduced against observed facts is essentia] jy 
this process. A theory that has no implications that facts, potential); 
capable of being observed, can contradict is useless for prediction: jj 
all possible occurrences are consistent with it, it cannot furnish a basis 
for selecting those that are likely. 

The approach used by Lange, and all too common in economics, js 
very different. Lange largely dispenses with the initial step—a full and 
comprehensive set of observed and related facts to be generalized—and 
in the main reaches conclusions no observed facts can contradict. His 
emphasis is on the formal structure of the theory, the logical inter- 
relations of the parts. He considers it largely unnecessary to test the 
validity of his theoretical structure except fer conformity to the canons 
of formal logic. His categories are selected primarily to facilitate logical 
analysis, not empirical application or test. For the most part, the crucial 
question, ‘“‘What observed facts would contradict the generalization sug 
gested, and what operations could be followed to observe such critical 
facts?” is never asked; and the theory is so set up that it could seldom be 
answered if it were asked. The theory provides formal models of imag 
nary worlds, not generalizations about the real world. 

This formal approach takes a rather special cast in this book, a cast 
that tends, on the one hand, to conceal somewhat the formal and 
artificial character of the analysis, while, on the other, it gives special 
play to many of the weaknesses of formal theorizing in general. Theor 
is here used largely as a taxonomic device. Lange starts with a number 
of abstract functions whose relevance—though not their form or content 
—is suggested by casual observation of the world—excess demand func- 
tions (the orthodox demand schedule minus the orthodox supply sched 
ule) for goods and money, the variables including present and future 
(expected) prices. He then largely leaves the real world and, in effect, 
seeks to enumerate all possible economic systems to which these func- 
tions could give rise. The kind of economic system and the results in 
that system will depend on the specific character of the functions and 
their interrelations, and there clearly are a very large number of per 
mutations and combinations. 

Having completed his enumeration, or gone as far as he can or thinks 
desirable, Lange then seeks to relate his theoretical structure to the rea! 
world by judging to which of his alternative possibilities the real world 
corresponds. Is it any wonder that “very special conditions” will have 
to be satisfied to explain the real world? If a physicist or astronome! 
were to explore all possible interrelations among a variable number ©! 


| 
\\ 


1044] FRIEDMAN: LANGE ON PRICE FLEXIBILITY AND EMPLOYMENT 619 


ts. each of which could be of any size, density, or configuration, 


nossess any possible gravitational properties, he would surely find 
at only very special conditions would explain the existing universe. 
ere are an infinite number of theoretical systems; there are only a few 


Wherein is the procedure attributed to the natural sciences superior 

the formal theorizing, and its taxonomic variant, adopted by Lange? 

ot preferable to derive all possible theories rather than a single 

theory? The reason this question cannot be answered with the affirma- 

it seems superficially to invite is that each theory included in the 

of possible theories derived by the Lange approach is of necessity 

ry different from, and much inferior to, the single theory devised to 

explain a full and comprehensive set of related facts. The attempt to 

nstruct a system of models leads the theorist to make each a formal 

y. And this, in turn, leads him to consider an enormously over- 

plified universe and to make classifications within that universe that 

no direct empirical counterpart. The complexity of the approach, 

ited range of factors it can comprehend, and the urge to have the 

its bear on pressing current problems are likely to, though they need 

ead him into positive error. The resulting system of formal models 

no solid basis in observed facts and yields few if any conclusions 

susceptible of empirical contradiction. Lange’s book offers apt illustra- 
ns of each of these points and we shall consider them in order. 


B. Structural Weaknesses of Lange’s A pproach 

Oversim plification—To make the search for all possible theories at 
easible, the theorist must start with but a few kinds of functions. If 
nsists on making his analysis specific, he will have to use only a few 
tions of each kind, and introduce only a few separate variables. 


pare A. C. Pigou, The Economics of Welfare, 4th ed. (London, Macmillan, 1932), pp. 


pen to us to construct an economic science either of the pure type represented by 
ithematics or of the realistic type represented by experimental physics. Pure economics 
this sense——an unaccustomed sense, no doubt—would study equilibria and disturbances of 
lla among groups of persons actuated by any set of motives x. Under it, among in- 
ble other subdivisions would be included at once an Adam-Smithian political economy, 
h x is given the value of the motives assigned to the economic man—or to the normal 
1 non-Adam-Smithian political economy, corresponding to the geometry of Lobats- 
, under which x consists of love of work and hatred of earnings. For pure economics 
litical economies would be equally true; it would not be relevant to inquire what 
{fx is among the actual men who are living in the world now. Contrasted with this 
ence stands realistic economics, the interest of which is concentrated upon the world 
in experience, and in nowise extends to the commercial doings of a community of 
gels. Now, if our end is practice, it is obvious that a political economy that did so extend 
| be for us merely an amusing toy. Hence it must be the realistic, and not the pure, type 
that constitutes the object of our search. We shall endeavour to elucidate, not any 
sed system of possible worlds, but the actual world of men and women as they are found 

e to be.” 
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(This approach is exemplified by much of what is termed “Keynesian” 
economics.) If he is willing, as Lange is, to keep his analysis exceedingly 
abstract, he can consider an indefinitely large number of variables anq 
of functions of each kind, since, on the abstract level on which he has 
chosen to operate, multiplication of variables and functions of the same 
kind is likely to mean simply the insertion of appropriate “etc.’s” int, 
the argument; it is not likely to add any essential complication. 

The theorist thereby gains the appearance of generality without the 
substance. For example, Lange deals at most with four kinds of fune. 
tions: they are the excess demand functions for (1) commodities (factors 
of production and products); (2) stocks (securities promising an ip- 
definite income); (3) bonds (fixed-income securities); and (4) money: 
There may be an indefinitely large number of functions of each of the 
first three kinds, since there may be many commodities, stocks, and 
bonds. And each function may have an indefinitely large number of in- 
dependent variables, since excess demand is taken to be a function of al! 
present and future (expected) prices. Further, other functions (cost 
functions, supply functions, etc.) are sometimes introduced. But tlh: 
only purpose they serve is to provide a basis for imposing restrictions or 
the shape or structure of the excess demand functions. 

The basic fact is that Lange’s system—his abstract economic world 
contains only four kinds of things and four kinds of functional relations 
There is no room in his theoretical system (as contrasted with his digres- 
sions—see the discussion in Section II, C, 3, below of ‘‘friction”) for 
such obviously important factors as lags in response, discontinuities in 
feasible investment undertakings, physical limitations on the time that 
it takes for economic activities to be initiated and conducted; or for 
differentiation in the structural réle of different kinds of products | 
factors of production, different kinds of securities or bonds, or ever 
different kinds of money. There is no room for any mechanism of r 
sponse, except as the mechanism is incorporated in the abstract fun 
tions; or, in any fundamental sense, for uncertainty—probability dis 
tributions rather than single-valued expectations (see the discussion 
below in Section II, C, 4, of uncertainty). And even the functions con- 
sidered are far from general; they are, for example, implicitly assumed 
to be single-valued. 

The theorist who seeks to devise a generalization from observed facts 
will also have to simplify and abstract from reality. But it is clear that 
he need not limit himself to anything like so simple a system as Lange 


uses. 


?A minor qualification is necessary when imperfect competition is introduced. This re 
quires a change in the name of the excess demand function, but not in its abstract characte! 
or role. 
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). Use of Classifications That Have No Direct Empirical Counter part— 
\ second weakness of formal theorizing, and especially the taxonomic 
variant adopted by Lange, is the kind of classifications to which it leads. 
e theorist starts with a simplified system, either specific and contain- 
z only a few functions and variables, or, as in Lange’s work, highly 
.bstract and nonspecific and containing many functions and many 
-ariables. He seeks to determine all results that can flow from the as- 
sumed system. The number of results, of possible interrelations among 
e elements of his system, is bound to be very large. Only a few of the 
mbinations and permutations correspond with real worlds, since there 
are only a few real worlds. His desire to be realistic motivates him to 
issify his theories, results or concepts along lines that have a direct 
empirical counterpart. But such classifications will not fit the greater 
nart of his theoretical structure, since only by chance would a classifica- 
tion suited to the small part of his analysis that corresponds with reality 
also be suited to the larger part that does not. 
lhe theorist’s urge to be realistic therefore almost inevitably conflicts 
with his urge to be theoretically comprehensive. The result is likely to 
ompromise. He uses classifications (and especially names) that 
appear to have empirical meaning; but in order to apply them to his 
tire analysis, he is forced to define them in a way that eliminates their 
t empirical content. The end result is likely to be classifications 
that do not satisfy the initial empirical motivation and yet are not those 
best suited to the theoretical analysis. 
An example of a classification that has no direct empirical counterpart 
Lange's classification of monetary changes as having positive, neutral, 
r negative effects. Lange considers that an initial decline in the price 
an underemployed factor may have three ultimate results on its 
loyment: (1) a new equilibrium at full employment of that factor, 
2) continued underemployment of that factor of the same magnitude 
as the initial underemployment, (3) a cumulative increase in the under- 
yment of that factor.‘ In discussing the effect of changes in price 
expectations and in the monetary system on the ultimate result, he is 
turally led to classify different kinds of changes in price expectations 
nd the monetary system according as they lead to one or another 
esult. If they result in full employment of the initially underemployed 
‘actor, the monetary effect is said to be positive; if they result in con- 
tinued underemployment at the initial level, the monetary effect is said 


gnizes the existence of two other possibilities: continued noncumulative under- 

nt (4) less than the initial underemployment, or (5) more than the initial under- 

ment. He disregards these because they imply multiple positions of equilibrium and 

e} ility of multiple equilibrium . . . seems to be very unlikely in practice.” The ade- 

y of this justification is discussed below (see Sec. II, C, 1, below). In principle there are 
her possibilities involving one or more changes in direction. 
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to be neutral; if they result in a cumulative increase in underemploy. 
ment, the monetary effect is said to be negative.® , 

The words used lead one to expect that a neutral monetary effect, {p, 
example, would be produced by some kind of a neutral monetary polic 
a policy that in some way would involve setting up a monetary frame. 
work and then not manipulating it in response to detailed econom) 
changes. Nothing like this is the case. An explicit monetary policy aimed 
at achieving a neutral (or positive or negative) monetary effect would be 
exceedingly complicated, would involve action especially adapted to the 
particular disequilibrium to be corrected, and would involve knowledge 
particularly about price expectations, that even in principle, let alone 
in practice, would be utterly unattainable. 

Similarly, suppose one could observe in isolation the reaction of an 
economic system to the initial underemployment of a single factor 
production. Would it be possible to tell whether the monetary effec: 
was positive, neutral, or negative? One could observe the result and then 
say that the monetary effect was of the kind stated as necessary t: 
produce that result. But this would, of course, be pure tautology. On 
could not, by any reasonable stretch of the imagination, obtain and 
combine the information about monetary action, price expectations, a! 
the shape of the relevant functions that would be necessary to deter 
mine what the monetary effect would be and thereby to predict the 
ultimate result. Lange’s classification is designed to classify theoretical 
possibilities; it has no direct counterpart in the real world.® 


C. Errors of Execution Fostered by Lange’s Approach 


The weaknesses of oversimplification and unsatisfactory classification 
so far considered are implicit in the logic of the formal theorizing, and its 
taxonomic variant, adopted by Lange. The errors of execution to b 
considered now are not. Psychological, not logical, considerations makt 
them likely. It is obviously impossible to make a comprehensive list 0! 
possible errors; there is no limit to the kinds of errors mortal man ma) 
commit. We shall, therefore, restrict the discussion to the following 
which are exemplified in Lange’s book: (1) casual empiricism; (2) | 
valid use of inverse probability; (3) introduction of factors not included 
in the fundamental theoretical system, exemplified by the introduction 
of “friction”; (4) unwillingness to accept logical but unrealistic implica 
tions of the system, exemplified by the treatment of “‘uncertaint) 


' This definition is, in part, read into Lange. His explicit definition is in terms of the re 
changes in the demand for and supply of money; as he uses it, this definition reduces to | 
stated above. 


* Two other examples of classifications that have no direct empirical counterpart are 


classification of claims into stocks, bonds, and money (p. 15) and the classification of the 5 


of elasticities of price expectations as prevailingly elastic, inelastic, or of unit elasticity (| 
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The first two are fostered by the complexity induced by the taxonomic 
approach and the resultant desire to limit the number of possibilities 
snsidered; the second two, by the urge to be realistic. 
[he number of permutations and combinations of even a small num- 
r of elements each of which can have several forms or values is so 
large that there is a strong incentive to limit the number of possibilities 
nsidered in detail. One obviously attractive method, though one that 
really inconsistent with the basic theoretical approach, is to rule out 
sibilities that on one ground or another can be judged “‘unrealistic”’ 
extreme.’”’ There is nothing wrong with this procedure if the evidence 
n which the possibilities are judged to be unrealistic is convincing. The 
langer is that the urge to simplify and the preoccupation with abstract 
gic will lead to the ruling out of possibilities on grounds that are either 
nconvincing or wrong. Lange does not avoid this danger. He rules out 
any possibilities simply by asserting that they are unrealistic, without 
presenting any empirical evidence (casual empiricism), and others be- 


suse they are special theoretical cases (invalid use of inverse proba- 


1. Casual empiricism—The example of casual empiricism that shows 
the motivation best is Lange’s statement: ‘‘These complications are 
regarded in the text in order to simplify the argument and also be- 
ise they do not seem to be very important in practice”’ (p. 57n). The 
mplications in question are certain possibilities that arise when, con- 

to the assumption made in the text, the “amount of real excess 
sh balances available . . . [enters] as an independent variable in the 
tion expressing the propensity to consume”’ (p. 57n). The state- 
loes not, therefore, refer to facts of immediate experience; yet 
evidence is given for the validity of the empirical conclusion. 
(he example that perhaps shows best why no confidence can be placed 
such statements and how difficult it would be to test them is a state- 
cited in footnote 4: “We disregard, however, the possibility 
ultiple equilibrium because it seems to be very unlikely in practice” 

10, footnote 13). How could this empirical statement be tested? One 

y would be to evaluate explicitly from empirical evidence, or, at least, 
uscover the form of, each of Lange’s indefinitely numerous equations, 

i determine mathematically whether, and if so, under what condi- 

ns, the resultant system of equations has one or more solutions for a 
relevant range of values of the independent variables. 

\nother way would be to specify some criterion for determining when 
pirical situation is an equilibrium position in Lange’s system and 
it is a disequilibrium position in the process of being corrected; 

e data on both the dependent and independent variables for a large 
er of empirically realized equilibrium positions; classify these 
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positions into sets for which the values of the independent variables are 
the same; and for those sets (if any) containing more than one Position 
compare the dependent variables to determine whether they are the 
same. 

Lange, of course, presents no evidence along either of these lines: jj 
seems exceedingly doubtful that it would be feasible to do so; and there 
appears to be no other method of judging from empirical evidence the 
likelihood of multiple positions of equilibrium. 

Another example of casual empiricism is Lange’s statement that 
“empirically it seems highly unlikely that there is any decrease at al] in 
the rate of increase of uncertainty” (p. 33, footnote 12). The only 
definition of uncertainty Lange gives leaves at least one numerical 
parameter unspecified.’ Even if specific values were given to the un- 
specified parameters, it is exceedingly doubtful that it would be possible, 
even in principle, to measure the degree of uncertainty attached to a 
man’s expectations about future prices, as Lange defines that term. Yet 
he finds it possible to make an empirical statement about not only the 
first derivative of uncertainty but even the second derivative.® 

The kind of casual empiricism exemplified by the statements quoted 
and cited is bad empiricism not because these statements are wrong, but 
because there is no way of telling whether they are right or wrong. None 
of them refers to a fact of immediate experience about which the reader 
can be expected to be an expert,® or a fact about which Lange can be 
expected to be an expert, or a fact that thorough and widely-known 
empirical research has so firmly established that it can be taken as 
demonstrated without citation. Yet they are simply asserted to be true 
and not a shred of evidence is offered for them. The reader must take 
them or leave them, he cannot judge them. If this is good practice for 
empirical work, it is equally good for theoretical. Lange might as well 
simply assert his theoretical conclusions without giving the basis for 
them; and no empirical worker need hesitate to assert: “It is obvious on 
theoretical grounds that... .” 

In the absence of the empirical evidence, no one of Lange’s empirical 


7 Lange defines the degree of uncertainty of price expectations as the difference between ts 
extreme expected prices, the higher being attributed a probability x of being exceeded, an 
the lower a probability y of not being exceeded (Lange does not introduce these symbols, but 
gives a numerical example in which both x and y are .05). x and y are the unspecified param 
ters referred to above. A single parameter would suffice if x were always required to be equa! 
(or bear any other fixed relation) to y or if the degree of uncertainty were defined as the wict 
of the narrowest price band (or set of price bands) within which the entrepreneur feels 2 pet 
cent confident [z= 100(1—x—y)] that the future price will be. 

® Other examples of what I have called “casual empiricism” appear on pp. 9, 29, 40, 53, 5? 
61, 65, 67, 74. This list is not intended to be exhaustive. 

* Lange makes a few empirical statements that might be interpreted as referring to ‘acts 0! 
immediate experience. These have been excluded from the list given in the preceding footnote. 
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ements can be considered more than a conjecture, and his theoretical 
alysis must be considered incomplete and fragmentary, since he uses 
these empirical statements to limit the number of possibilities analyzed. 
2. Invalid Use of Inverse Probability—A second method which Lange 
to reduce the number of possibilities he considers is to rule out 
tain possibilities because they are “‘special cases.” The quotation 
| earlier from the beginning of Lange’s chapter entitled ‘“The Prob- 
Policy’? demonstrates that Lange realizes that “very special”’ 
theoretical conditions may well be empirically realistic. Yet elsewhere 
he writes as if this were impossible. For example, Lange asserts that 
‘the marginal-revenue schedule (of a monopolist) is negatively sloped 
as a rule, because the demand schedules are assumed in the text to 
iegatively sloped. Exceptions are possible when the demand schedule 
trong curvature which is convex toward the axis of abscissae”’ 


t how does he know that what he calls “exceptions” are not the 
in experience? The only justification he gives for regarding them as 
ptions is the sentence just quoted. The implication of this sentence 
sumably is that ‘‘a strong curvature which is convex toward the axis 
i abscissae”’ is mathematically a special case; that if all possible nega- 
y sloping curves were enumerated, only asmall fraction would have 
s property. The conclusion that only a small fraction of real marginal 
venue schedules have this property follows only if certain assumptions 
ade about the probability of the various mathematical possibili- 
But there is no basis for assigning such probabilities; the conclusion 
ore represents an invalid use of inverse probability reasoning.’® 
e essence of the fallacy can be more simply indicated by an example 
t is faithful to Lange’s logic, but refers to immediately observable 
‘acts. We start with the proposition that the price of a single newspaper 
be a whole number of cents. The price of a newspaper could be 1 


t, 2 cents, 3 cents. . .. We conclude that, as a rule, the price will be 


re than 10 cents, since there are only 10 possible prices equal to or 
ess than 10 cents, but an indefinitely large number more than 10 cents, 
ia price of 10 cents or less is therefore a ‘‘very special’’ case. The con- 
ision is of course false, yet the reasoning by which it was reached does 
t differ from that implied by Lange at many points. 

If this kind of reasoning is to lead to valid conclusions, there must be 


f the examples in Lange of what seems to be invalid use of inverse probability is 
tas the hypothetical example given in the next paragraph of the text. The attribution 
acy to him, though it involves some measure of interpretation, seems justified both 
€ general phrasing and the absence of any other possible basis for statements he makes. 
istification is clearest for the example cited above and the parallel example on the same 
‘ealing with the marginal expenditure schedule of a monopsonist. For other; somewhat 
car examples, see pp. 51, 53, 65, 68, 69, 80. 
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some basis for judging the probability of the various theoretical pos- 
sibilities. A classical example where this is possible is the reasoning 
underlying the conclusion that, under essentially static conditions 
demand curves are, as a rule, negatively sloped. The exception, Giffen’s 
paradox of a positively sloped demand curve, corresponds to conditions 
(inferior good, large income effect relative to substitution effect) that 
are not only theoretically special, but also appear empirically special, as 
judged by everyday observation of the world. 

3. Introduction of Friction—We turn now to a pair of errors that 
derive less from the urge to simplify than from the urge to be realistic 
As said above, the urge to be realistic is likely to conflict with the urge to 
simplify. When it does, one way to attain both objectives is to be il. 
logical. Lange’s book provides examples of two quite different devices 
whereby realism can be gained by the sacrifice of logic: the introductio: 
of “friction,” and the treatment of uncertainty. 

Despite the numerous possible results that can flow from Lange's 
simplified theoretical system, there are realistic possibilities left out 
As mentioned earlier, there is no place in Lange’s system for lags ir 
response, for delayed reactions, for the manifold hindrances to change 
we are wont to refer to as “‘friction.”” Accordingly, to make the pos- 
sibilities he considers more comprehensive, Lange introduces friction 
For example, “with some friction present, the effects of changes in factor 
prices may become too weak to be of great practical significance 
(p. 34)." Despite Lange’s care to define such terms as “securities 
“bonds,” “money,” and “products,” he nowhere defines “‘frictior 
There is a very good reason for this. Lange’s ‘‘friction” is a deus ¢ 
machina, it has no place in his theoretical system; he cannot really dein 
it without going outside his system, and, indeed, contradicting it. 

His system contains equations purporting to show the excess dema 
for commodities, stocks, bonds, and money as a single-valued functior 
all present and future (expected) prices. What can friction mean 
terms of this system? It might be interpreted as meaning that th 
excess demand is not always that shown by the equations; but that 
would simply mean that the equations were wrong. Either a different 
system of equations is required (for example, one containing stochast 
elements), or no system of equations exists that describes the eco! 
omy about which Lange is talking. It might be interpreted as meaning 
that excess demand is a function not only of present and future prices 
but also of past prices and quantities. (This seems the interpretatio 


11 Friction is introduced on pp. 18, 19, 34, 47, 51, and 61. On p. 51 it is used in describing ® 
“orthodox” position. The other five uses are all in connection with Lange’s own analysis. It's 
interesting that, in each of these cases, friction is introduced to minimize the possible favora* 
influence of flexible prices on employment; at no point is it introduced as a factor that mig 
offset unfavorable influences. 
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hat accords best with common-sense notions about friction.) But 
en the equations should be rewritten and the system expanded to 
lude these additional variables; if this were done, friction would 
‘sappeat as a separate entity. 

There are presumably other possible interpretations, but those I have 

n able to think of are either inconsistent with Lange’s theoretical 
or require a thorough revision of the system; none gives “‘fric- 
a separate existence as a supplement to Lange’s theoretical 
Those of Lange’s conclusions that rely on the introduction of 
are therefore different in kind from the rest of his conclusions. 
are not the logical implications of a consistent theoretical system, 
imply obiter dicta whose acceptance involves implicit expression of 
sm about the rest of the analysis. 
Treatment of Uncertainty—Lange’s treatment of uncertainty 
fies an unwillingness to carry his theoretical reasoning to its 
conclusion if that conclusion is clearly unrealistic. The phase of 
tainty with which he deals is the uncertainty attaching to men’s 
ctations about future prices. ‘‘At best, the entrepreneur or con- 
r expects that a given future price can have a set of possible values, 
e probability corresponding to each of these values’’ (p. 29; italics 
inal). To deal with these stochastic phenomena in full generality 
|enormously complicate the analysis. Lange avoids this by arguing 
“we can substitute for the most probable prices expected with un- 
inty equivalent prices expected with certainty. Let us call them the 
(ve expected prices .... By means of this device, uncertain 
expectations can be reduced to certain ones. In consequence, an 
ease in sellers’ uncertainty acts in the same way as a reduction of 
r expected future selling prices, while an increase in buyers’ un- 
inty acts in the same way as an increase in their expected future 
nices of purchase” (pp. 31-32). 

lhe substitution of a single “effective expected price” for a proba- 
ity distribution of expected prices is a definite departure from the 
conomic approach followed in most of the book. The taxonomic ap- 
h would require consideration of all possibilities—those in which a 
price cannot be substituted for a probability distribution of ex- 
ted prices, as well as those in which it can. Such generality could have 
n attained by treating the entire probability distribution, rather 
a single “effective expected price,’”’ as an independent variable in 
appropriate excess demand function. The resulting model would, 
at least, have been consistent with any observable phenomenon 
hence, like most of Lange’s theoretical system, incapable of empiri- 
ntradiction. 

Chis is not true of the partial model that results from Lange’s de- 
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parture from his usual procedure. Since it is only a partial model, jt; 
implications need not include all possible observable behavior; hence ; 
is susceptible of empirical contradiction. Lange does not test his mode! 
by deducing all its implications and comparing them with actual be. 
havior. He states some of the implications of his model and these are al] 
consistent with actual behavior. He does not, however, state all the 
implications of his model. Had he done so he would have found, as we 
shall show, that some of them are contradicted by the actual behavior of 
men in the presence of uncertainty. His model must therefore be re. 
jected. 

Lange uses his model “‘to determine the length of the period of time 
over which individuals plan their purchases and sales. This period has 
been called very aptly the economic horizon of the individual. As long 
as price expectations are subjectively certain, the economic horizon js 
indeterminate. This indeterminateness disappears when uncertainty is 
allowed for. 

“As a rule, the uncertainty of price expectations is the greater the 
more distant the planned purchase or sale is (at least from a given date 
on) .... Consequently, the effective expected prices of goods to be sold 
at various future dates decrease, while the effective prices of goods to be 
bought at various future dates increase. This imposes a limit upon the 
dates for which any sales or purchases are planned at all. Firms (entre- 
preneurs) find that, beyond a certain date, the effective expected prices 
of their products are less than the effective expected marginal costs and 
that the effective expected marginal value productivities of the factors 
they plan to employ are less than the effective expected prices of these 
factors. In a similar way, households (consumers) find that beyond a 
certain date the effective prices of goods they plan to buy are higher than 
the effective marginal rates of substitution of the respective goods for 
money. Thus beyond a certain date the effective expected prices of goods 
to be sold are too low to induce the planning of sales, while the effective 
expected prices of the goods to be bought are too high to induce the 
planning of purchases. No sales or purchases are planned beyond this 
date. In this way the length of the economic horizon of each individual 
and corporation is determined” (pp. 32-33). 

Now this conclusion, which is as far as Lange goes, sounds eminently 
reasonable. No man plans specific purchases or sales extending into the 
indefinite future. It does not pay to do so when the future is uncertain. 
And if this were (a) a necessary implication and (b) the only logic! 
implication of Lange’s theoretical model, no fault could be found with 
the model. But neither condition is satisfied. It is not a necessary 1 
plication because the effective expected selling prices could fall at 4 
rapidly decreasing rate, the effective expected buying prices (for com 
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ble units) could rise at a rapidly decreasing rate, both could ap- 
oroach asymptotes, and the asymptote of the selling prices could be 
above the asymptote of the buying prices. In this case there would be no 
fnite economic horizon.” 

Suppose effective expected selling prices decline and buying prices 
rise at rates that make the economic horizon finite. Lange’s conclusion 
is then a necessary implication of his model, but by no means the only 
mplication, and some of the other implications are far less reasonable. 
Consider again his model in terms of an individual family. According to 
the model, the head of the family can be supposed to behave in the real 
and uncertain world as he would in a fictitious world in which he ex- 
nected with certainty that his income would decline steadily over time 
and that the prices of the things he buys would increase steadily over 
ume. 

In the fictitious world, these are not conjectures; they are expecta- 
ns held with certainty. He is certain that ultimately his current in- 
come will be so small relative to the prices of the things he wishes to buy 
that starvation will be inevitable for his family unless he can command 
resources other than his current income. (This follows from the condi- 
tions imposed on the rates of rise and decline in order to assure a finite 
economic horizon.) His first impulse will be to save and thereby provide 
udditional resources. But it will do him no good to save in the form of 
money, since the certain rise in prices will wipe out the real value of the 
savings. Nor will it do him any good to save in the form of securities, 
since these will then become something he wants to sell, and Lange tells 
us that he must be assumed to behave as if he expected with certainty 
that the prices of goods to be sold will decline. It will therefore be even 
worse to put his savings in securities than to keep them in cash. How can 
he escape this dilemma, since everything he touches turns to ashes? 

One escape is to convert his savings into physical stocks of foodstuffs 
| other necessities and store them in storage space he purchases out- 
night. (If he were to rent storage space, he would expect with certainty 
that the rent would rise so high that at his economic horizon he could 
not meet it.)'* If he were fortunate; that is, if the expected future prices 
“In a footnote attached to the passage quoted above, Lange states: “There is good reason 
ve that the risk premium increases at an increasing rate as the date of the planned 
nase or sale extends farther into the future. . . . Our conclusion in the text is quite inde- 
f the fact that the increase in the risk premium takes place at an increasing rate.” 
nin the first of these sentences would be sufficient to guarantee a finite economic 
igh it is more stringent than is necessary. The second of the sentences is therefore 


misleading. If the risk premium is not assumed to increase at an increasing rate, 
ther condition must be imposed to guarantee a finite economic horizon. 

ve were to extend Lange’s Model to uncertainty about things other than prices, even 
ng would be no solution. There is some uncertainty about the future safety of goods 
kpile; they might deteriorate or be destroyed by disaster. Following Lange, we may 
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of goods to be bought did not rise too rapidly or of goods to be sold {gl} 
too rapidly, and if the expected life of his family (also converted pre. 
sumably into an equivalent single value expected with certainty) were 
not too long, he and his family might be able so to contrive their affair; 
as to die natural deaths. The only other alternative to letting natuy 
take its course at the appointed time is definitely to plan to commit 
suicide at a definitely specified future date. If the pincers of falling sell. 
ing prices and rising buying prices is expected with certainty to close s 
fast that no possible skimping can yield a stockpile sufficient to las 
until natural death ends all planning, what else is there to do but plan 
for suicide? 

Whichever alternative the man adopts, if we assume him to behave as 
if he expected with certainty falling income and rising prices, his actions 
will be affected immediately, and not only when the economic horizon 
arrives (as of course it never would, since he would soon find out that he 
was wrong to hold expectations with certainty). He will immediatel; 
curtail his standard of living below the one he would adopt if his er- 
pectations were rosier, and immediately start accumulating physical 
stockpiles and buying storage space. And similarly, business men, acting 
in accordance with Lange’s model, would immediately start planning 
the liquidation of their enterprises. 

This is, of course, a fantastic picture. It certainly does not correspond 
to the way men behave when faced with uncertainty. Yet it is a logical 
consequence of Lange’s model, arrived at simply by filling in the gaps 
in Lange’s deductions from the model.'* The model must either be dis 
carded or all its implications, and not merely those that seem realistic, 
be accepted. The device Lange adopts to simplify his analysis ap- 
parently also makes it a false image of reality. His model does not allow 
in any fundamental sense, for stochastic variation. 


III. Conclusion 


We have not considered Lange’s application of his theoretical analysis 
to “The Problem of Policy,” as he entitles the last chapter of his book, 


substitute for the actual -xpectations the certain expectation that a specified fraction of ti 
stockpile, and no more, will be usable. This fraction will decline with time. Ultimately, there 
fore, even the stockpile will not suffice. 

14 The point can be put more nearly in Lange’s own terminology. Lange draws the conclusion 
from his model that “‘no sales or purchases are planned beyond this date [the economic hori 
zon}” (p. 33). The argument above is that his model justifies the broader conclusion: “It 
planned to make no sales or purchases beyond this date.” This broader conclusion implies 
the conclusion Lange states but is not implied by it. The fact that this broader conclusion ' 
an implication of Lange’s model, means that Lange’s footnote 15 on p. 33, in which he argues 
that “the economic horizon, as here defined, does not limit the time over which provisions !0" 
the future are made,” is inconsistent with his model, though reasonable as a description ©! 
human behavior. 
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- do we intend to do so. This chapter represents the combination of 
nported empirical statements and theoretical conclusions that, as 
have seen, neither deserve any particular confidence nor bear very 
on the real world. The lack of relevance of most of the theoreti- 
nalvsis to the real world that derives from oversimplification and 
| classification is concealed by the errors of execution enumerated 
ove—casual empiricism, invalid use of inverse probability, introduc- 
of factors external to the theoretical system, and the use of only 
me of the implications of a formal model that has others that are 


‘orrection of these errors would make the analysis formally correct; 
uld also make it abundantly clear that the analysis has only the 
otest bearing on problems of policy. The analysis would then as- 
ne the cast of Lange’s mathematical appendix—which no one would 
kely to consider directly applicable to problems of policy. Indeed, 
analysis purged of the fallacies might best be formulated mathe- 
tically, since this would be more likely to assure logical rigor and, 
iddition, would avoid a tendency, almost unavoidable in verbal 
ithematics, to state conclusions that flow from special assumptions 
as if they had wider relevance, and to stress special cases that lead to 
ung nclusions of particular interest. 

he basic sources of the defects in Lange’s theoretical analysis are 
emphasis on formal structure, the attempt to generalize without 
t specifying in detail the facts to be generalized, and the failure to 
ognize that the ultimate test of the validity of a theory is not con- 
ty to the canons of formal logic but the ability to deduce facts that 
ive not yet been observed, that are capable of being contradicted by 
bservation, and that subsequent observation does not contradict. In 
sequence, these defects are found in much economic theorizing that 
ot taxonomic in character. They are, however, especially likely to 
se when the taxonomic approach is adopted, as their presence in the 
ritings of so able and careful a theorist as Lange testifies. 

A man who has a burning interest in pressing issues of public policy, 
ho has a strong desire to learn how the economic system really works 
n order that that knowledge may be used, is not likely to stay within 
the bounds of a method of analysis that denies him the knowledge he 
eks. He will escape the shackles of formalism, even if he has to resort 
logical devices and specious reasoning to do so. This is, of course, a 
or way to escape the shackles of formalism. A far better way is to 
try to devise theoretical generalizations to fit as full and comprehensive 
a set of related facts about the real world as it is possible to get. 
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National Budgets and National Policy: A Rejoinder 


Dr. Mosak’s paper in the March number of this Review strikes me as ser. 
ously misleading on questions of facts and analysis and still more so on ques. 
tions of policy. 


Facts and Analysis 


The patience of the reader cannot reasonably be taxed by a detailed re. 
joinder to Dr. Mosak’s detailed attack on my discussion of the magnitudes 
involved in the “‘models’’; though a few points will come up, illustratively, 
below. His acuteness has picked up several oversights in my original article! 
and at many points the reader who is interested in the in’s and out’s of 
model-building will find valuable interpretations and corrections. On the 
whole, however, my impression is that a careful audit will show that the 
main points of my article are not seriously shaken. 

What deserves examination here is Dr. Mosak’s exaggerated idea as t 
what can be “demonstrated” by the type of evidence he deals in. The most 
that can ever be said for a hvpothesis in relation to a set of observations is 
that the observations have failed to disprove it. In some circumstances this is 
saying a great deal. If the hypothesis has behind it the weight of general 
professional knowledge because it is part of a well-integrated theoretica 
structure other parts of which are well tested; if the hypothesis is clear!) 
formulated in terms to which the data are relevant; and if the data provide 
numerous opportunities for failure—on these conditions, survival after 
confrontation with observations justifies confidence in the hypothesis. 

These specifications for confidence do not fit Dr. Mosak’s ‘‘models.” T 
illustrate, consider the hypothesis on individual savings implied by his 
“consumption function.” The hypothesis his equations express is that 
savings (i.e., the excess of disposable income over expenditure) are deter- 
mined by the level in current dollars (without correction for either popu. 
tion or prices) of disposable income. This implies that a difference in income 
level reflecting prices and population has just the same effect on saving 4 
one reflecting unemployment. There is no reason in economics why this 
should be so. On the basis of the so-called ‘‘money illusion,” one could make 
sense of a hypothesis that year-to-year changes in saving are determined b) 
year-to-year changes in disposable income, on an undeflated basis. But thi 
‘money illusion” rests on the notion that people remember their pas! 


1 The oversight I most regret, however, is one Dr. Mosak was too courteous to mention—t¢ 
inadvertent omission of his name from the list of those whose criticisms helped in the prep 
aration of my article. Dr. Mosak was generous not only with the use of unpublished materia’, 
but with specific written criticisms, in the light of which I rewrote the article in a way which! 
(but not, I fear, Dr. Mosak) regard as a great improvement. 
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ncomes while failing to notice that the real meaning of the dollar 
alte red by price changes. Over long stretches of time, when people 
‘iven economic situation are no longer the same individuals who were 
,rresponding situation earlier, a hypothesis resting on the money 
; is prima facie nonsense. Failure to deflate current-dollar figures thus 

ives refusal to put the economic records in a form which permits testing 
eaningful hypothesis.” 


illeged Concessions on Points of Fact 


Dr. Mosak is in error when he asserts that “‘the critics . . . concede. . 

t the magnitudes estimated by the model-builders are the ones which pre- 
| in the pre-war period and... rest their case upon the assumption 
he magnitudes will automatically change in the right direction in the 
var period” (p. 42). The sense in which these magnitudes “‘prevailed”’ 

queer one. True, in year-to-year changes during the 1929-1940 
d, both savings and business profits changed by large percentages of 
anges in income. But the question posed by the model-builders is what 
iid happen with activity continuously high—a situation which did not 
prevail” at any time in 1929-1940. It is proper to infer from the time- 
ries of these years (and from supplementary data in budget studies, etc.) 
it both savings and profits may be very much larger proportions of income 
it high than at low levels of national output; but the inference that they 
will be stretches the evidence beyond endurance. 


ix versus Expenditure Adjustment 


Dr. Mosak is of course correct that “the choice between an additional 
ion in taxation or an additional increase in government expenditures 
ously be made only in terms of their relative marginal social utili- 
. But his inferences rest on the assumption that the only kind of 
ity” in question is the effect on employment. Now if full employment 
ttait able by tax cuts or by expenditures which do not directly absorb 
rces (i.e., transfer payments), the social cost of “‘exhaustive’’ expendi- 
res is _-_a or private investment displaced. The common sense 
i public expenditures is to carry them to the margin at which they are of 
qual social value with alternative private expenditures of equal amount, ir- 
ective of revenues; revenues and transfer payments (together with 
etary policy) can then be used to keep the economy at full employment. 
assume that unemployment is the alternative use for resources absorbed 
“exhaustive” expenditures is to be defeatist on full employment in a 
sense; for the assumption can hold only if there is no route to full employ- 
* Dr. Mosak brushes aside the suggestion that he introduce some relevance into his data by 
ting for changes in prices and population. Failure to deflate is sometimes justified by the 
tention that either deflated or undeflated data will give much the same regression coefficient 
gs upon disposable income for 1929-40. This is true. But it does not follow that no 
an be introduced by failure to deflate. On a deflated basis the apparent correlation of 
gs with disposable income is substantially lower; and there is next to no correlation be- 
n the residuals of the two regressions. It is no wonder, therefore, that Dr. Mosak’s experi- 
s with explanatory variables other than disposable income were inconclusive: the warping 
data by failure to deflate pushed the relevant evidence out of sight. 
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ment other than “exhaustive” government expenditures which are not 
justifiable on their merits. 

Primary reliance on expenditure adjustment, while defeatist on the 
“stagnation” front, is over-optimistic on the fluctuations front. Except 
for transfer payments directly linked to business conditions (notably yp. 
employment compensation), government outlays cannot be changed Sig- 
nificantly on short notice. Good timing of changes in outlays thus rests 
entirely on very accurate forecasts ranging a year or more ahead. The reve. 
nue side is full of opportunities for ‘‘built-in flexibility”; and the currently 
collected personal tax can be changed quickly enough to reduce greatly the 
required span of forecasting. In fact, a mechanical rule by which taxes now 
will always be those which hindsight showed would have been appropriate 
three months ago is likely to prove fairly satisfactory; whereas a rule by 
which expenditures would be those which would have been appropriate a 
year earlier (about the best one could do by applying such a mechanical 
system to public works) would very probably make fluctuations worse. 

In short, primary reliance on expenditure adjustment implies a forestalling 
policy toward fluctuations—with maximum reliance on forecasting and 
maximum prospect of amplifying errors. Primary reliance on revenue ad- 
justment permits a watt-and-see policy of correcting observed fluctuations 
before they go far enough to do damage. The contention that reliance o: 
revenue adjustment means somewhat larger public debt, which seems to be 
Dr. Mosak’s chief argument, is second-magnitude relative to greater promp- 
titude in dealing with fluctuations and better allocation of resources be- 
tween government and private use; furthermore, the public debt argument 
discounts the favorable effect on investment of lower taxes and the unfavor- 
able effect on investment of aggressive and unpredictable expansions of the 
sphere of government operations. 


Dr. Mosak’s Policy Findings 


Dr. Mosak, as I read him, wants the reader to believe (a) that the models 
prove that adequate private investment at full employment to absort 
full-employment savings is not even possible, let alone “automatic,” and 
will be lacking not only intermittently but continuously; (b) that the policy 
upshot is an anti-stagnation policy rather than an anti-recession policy 
embodied in an anti-fluctuations policy; (c) that the resulting “national 
policy must be directed toward changing the income and expenditure pat- 
terns so as to increase private expenditures for consumption and tangible 
investment.”’ This last seems to mean that the primary function of taxes \s 
to discourage savings, and incidentally that wage policy can be used t 
squeeze savings va profits. 

I differ at all three points. There is of course no use supposing that the 
economy will “automatically” stabilize itseif indefinitely at full employ- 
ment. Indeed, it is certain that at some time in the visible future we shal 
have to cope with powerful recessive forces. But it is highly probable 
(though admittedly not certain) that, if we have an effective anti-recession 
policy, we can maintain private investment most of the time at a level that 
will absorb at least the bulk of full-employment savings. 
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» second place, Dr. Mosak’s contrast between having a policy of 
ting fluctuations and having a full-employment policy is artificial. 
n devise a policy for keeping recessions from pulling activity more 
or 10 per cent below full employment, then we have a full-employ- 
nt policy. 

the third place, if tendencies toward deflation prove so persistent 
t fullemployment can be approximated only by continuous government 
rts at stimulation, the answer does not necessarily lie in the direction of 
ressing savings. In fact, it is distinctly probable that to make the re- 
n of savings a major goal of policy—which means surrounding busi- 
agement with an atmosphere of hostility rather than of social 
ation—will impair investment and embitter politics to such an ex- 
1s to make the task of full-employment policy harder rather than 
[he line of policy which I understand Dr. Mosak to recommend is de- 
in that it takes for granted the persistent inadequacy of private in- 
ment and suggests in consequence policy measures which are apt to 
ike investment desperately unattractive to business. If the savings- 
nvestment relations are, in fact, such that the economy will work without 
istic reconstruction, Dr. Mosak’s policy involves wasting the opportunity 
plied. On the other hand, the line of policy I recommend will not prove 
sastrous if Dr. Mosak’s pessimism about savings-investment relationships 
stified by the event. The onset of “‘stagnation”’ after the transition must 
essarily take the form of a recession. If we are armed against recession, 
in afford to test out the intensity and persistence of the deflationary 
rces before we resolve to make a radical shift in our economic organiza- 


“Models” and Transition Policy 


However skeptical Dr. Mosak may have been, many government econo- 
sts about V-J Day were prepared to apply the post-war models to the 
insition; and the late lamented forecast of 8 million unemployed in early 
1946 was so derived. Better statistical work might have led to better fore- 
from the same general methods and data;* and certainly the early 
ition period was a time when errors of forecasting were excusable. This 
re does not show models analysis to be useless; but it points directly at 
‘TS in their interpretation. 
e forecast of a sharp slump in incomes and the need of stimulative 
r than repressive measures in the monetary-fiscal field served to 
lize* what seem by hindsight to have been serious errors of policy in 


y files a memorandum from Mr. Lawrence Klein of the Cowles Commission, 
ew weeks after V-J Day, in which he deduces from models analysis a substantial 
y gap for the 12 months ending June, 1946. 


it I do not assert that economists brought about these policy measures. Most if 
| have been adopted had economists been unanimously opposed, and several were 
sed by most of the economists whose work is in question. But the prognosis of 
flation removed the basis both for effective opposition to these measures and for 
lve interpretation of the record which might have salvaged educational value from 
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an inflationary direction: notably (1) the policy of pushing at once for shar, 
wage increases; (2) the termination of the accrual of excess-profits tax liabjj. 
ity with the end of 1945 rather than of 1946; (3) inaction on the monetary, 
front instead of action to bring the supply of money under control and ¢, 
stabilize (rather than push down) interest rates; (4) a false start on public 
works; (5) suspension of food rationing; (6) a false start on decontrol in the 
housing field; (7) promises of supplies to foreign countries which proved ip. 
consistent with decontrol; (8) failure to prepare the ground for a fina] ex. 
tension of the Office of Price Administration in effective form. Into the 
bargain, the attempt to dramatize the Murray bill by talk of heavy in. 
mediate unemployment, rather than by calling for prudence in forestalling 
more remote troubles, may have wasted much of the educational value of 
the attempt to mobilize public opinion in favor of the bill. 
What disturbs me about the record is not so much that the forecast was 
wrong as that the policy derived from the forecast was one of staking every- 
thing on one throw rather than hedging bets. If the forecast had been cor. 
rect, nothing would have been lost by a wait-and-see policy on most of these 
fronts. Excess-profits-tax repeal effective at the end of 1946 would have 
given a solid foundation for business estimates; had more stimulati 
proved necessary, the effective date could have been advanced to the end oi 
1945 by retrospective action as late as Febiuary or March, 1946. Calling for 
adequate monetary powers would not have compelled their immediate use 
Maintaining rationing and housing controls would not have prevented as 
much easing up as the objective facts (relative to the forecast of a slump in 
income) would have justified. In short, a line of policy could readily have 
been found which would have worked out almost as well as the policy 
adopted in the event that there was a serious transition slump and muc! 
better in the sort of situation which actually ensued. This experience and 
Dr. Mosak’s article both suggest a discouraging Jack of willingness among 
the economists whose work is under discussion to consider at what points 
and to what degree their forecasts are liable to error, and to look for policies 
which will work reasonably well even though some forecasts are erroneous 
It is hard enough to persuade the layman that the economist has an) 
special competence, without pretending that we have infallible answer 
where we obviously cannot have them. 
ALBERT GAILORD Hart” 


* Visiting professor of economics, Columbia University, and research economist, Com 
mittee for Economic Development. Perhaps I should put unusual stress on the fact that I a 
expressing individual views rather than speaking for the Committee or its research staf, 0 
view of Dr. Mosak’s flattering attribution to me of the authorship of Jobs and Markets 
While I am as fully prepared to accept responsibility for statements in that report (wiic 
embodies the unanimous findings of the six members of the CED staff who were its author 
as for any of my own writings, it does not follow that I am in any sense a spokesman for 
organization. 


our experience. The doctrine of the ‘‘mixed situation,” with deflation in general but a few tis" 


spots, was not an adequate hedge; in fact, it invited the policy of reducing O.P.A. to oper 
in a very few fields. 
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National Budgets and National Policy: A Final Reply 


view of the earlier extended discussion I think it desirable to present 
s briefly as possible my coments on Dr. Hart’s rejoinder. To facilitate 
erexces 1 shall adopt both his order of topics and his headings. 


and Analysts 

1, Of course, an hypothesis cannot be “‘proved”’ by statistics, but can 
e tested for consistency with the data. This is a basic proposition in 
tary statistics and elementary logic, and I know of no occasion in 
vhich I have denied it. 

om ). The comments on my use of undeflated figures for the consumption 
= n are a bit off the main track. Dr. Hart’s original paper did not even 
. reference to this point, because it treated the model-builders as 
ting a common school of thought and attempted to deal only with 
tcomings which they were thought to have in common. Since the 
del-builders had used deflated figures and had obtained results es- 
y similar to mine, this defect, if it be one, obviously could not be 
buted to any “‘school.” 

\s I have pointed out twice already, the conclusions derived from the 
els do not in any way depend upon the use of undeflated data. Smithies 
leflated data and obtained an even lower estimate of the marginal 
ropensity to consume than I did. Had I been interested in the consumption 
per se, I might have used the deflated figures. Since my interest 
y in the broader problem of the post-war prospects for full employ- 
ent, I presented the simple money relationship as a first approximation 
hen I saw that it did not significantly affect the conclusions with respect 
the broader problem. 


leged Concessions 
1. As I pointed out in my previous paper, it is true, of course, that the 
var relationships do not show the conditions that might prevail if the 
of unemployment were eliminated once and for all from our society. 
ciety which does not have to worry about mass unemployment, about 
rity in old age, about risk of general business depression, might gradu- 
blish much more favorable spending patterns and much more favor- 
ice-wage relationships. The problem of maintaining full employment 
might, therefore, become smaller as the years go on. This does not mean, 
wever, that the problem of establishing full employment and maintaining 
the first years after the present inflationary period will be an easy one. 
nce the physical scientist would not even assert that the sun will 
morrow, but only that it is extremely likely that it will, the model- 
ders certainly would not maintain that savings and profits will be a 
proportion of income at high than at low levels of income. Their 
tion is simply that, on the basis of the pre-war data, it is more reasonable 
issume that they will than that they will not be. One takes along an 
rela not only when he knows but also when he believes it likely that it 
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C. Tax vs. Expenditure Adjustments 


1. Despite the fact that Keynesians have been in the forefront in the 
fight for such measures as an expanded social security system, reduced jp. 
terest rates, and reductions in excise and other taxes bearing on the |oy. 
income groups, and despite the vast Keynesian literature on the subject 
Hart persists in his notion that Keynesians believe only government ex. 
penditures can increase employment. 

In my last paper I made it clear that Hart was simply wrestling wit) 
straw men. That did not, however, end the sport. After quoting and ap. 
proving my statement that both government expenditures and tax redyc- 
tions will increase employment and that the choice between them depends 
on their relative marginal social utilities, he turns right around and states 
that we assume there is no route to full employment without government 
expenditures. Indeed he now interprets such government expenditures to 
exclude transfer payments and implies we favor government expenditures 
on goods and services which are not justifiable on their merits. 

The following statements are made to avoid the possibility of further mis- 
interpretation: 

a. In an unemployment situation, any measure which tends to increase 
either private consumer expenditures or private investment or government 
expenditures on goods and services more than it tends to decrease them con- 
tributes to an increase of employment. This includes, among others, tax 
reductions, government transfer payments, and exhaustive government 
expenditures whether or not they are justifiable on their merits. 

b. The choice between different measures for achieving full employment 
can be made only in terms of their relative marginal social utilities. 

c. Much opinion to the contrary (Hart’s apparently included) notwith- 
standing, Keynesians are not in favor of government expenditures, ex- 
haustive or otherwise, which are not justifiable on their merits. There isn 
shortage of alternative measures which are justifiable. 

2. Hart makes an important contribution to policy in emphasizing th 
need to consider the speed with which any program can be adjusted to meet 
changing conditions. So far as I know, no model-builder stated his position 
on the question whether government revenues or government expenditures 
can be more speedily adjusted. For myself, I am not nearly so certain as \s 
Hart that only the revenue side provides opportunities for “built-in flex 
bility.”” To take but one example, I wonder if he is not discounting to 
heavily the degree of “built-in flexibility” involved in the proposal of Dr 
E. A. Goldenweiser that the government put on its payroll any man wh 
loses his job in private industry. 


D. Policy Finding 

1. The model-builders do not believe and have never stated that adequate 
private investment to absorb full employment savings is a/ways impossible 
Their position is that, with low federal expenditures, private investment! 
likely to be inadequate to maintain full employment on the average over 4 
period of years. In some individual years, of course, it may be not on 
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‘EMBER 
te but even excessive. The question at issue is simply whether in the 
sence of a national policy, business fluctuations would take place around a 
in the MB -.nd of full employment or one of substantially less than full employment.! 
ced in fhe term “‘anti-stagnation policy” may be open to misinterpretation. 
€ low. Hc..cnation is probably associated in many minds with a falling, or at best a 
abject tant, volume of output. Even in the absence of a national full-employ- 
8 , however, post-war output will probably be considerably above 
mre-war levels and will probably have a rising trend. In a sense we did 
stag! ’ even in 1940 as compared to 1929, since output and pro- 
ity were substantially higher in 1940. We did, however, suffer from 
ous waste of human resources and potential output. 
t we need for the post-war period is not an anti-stagnation policy but 
a ployment policy. And I do not agree that we have a full-employ- 
ment Bement policy if we keep recessions from pulling activity 10 per cent below full 
yment. Six million unemployed does not represent full employment. 
lifference between ironing out a cycle about a level of full employ- 
| eliminating the danger of long-lasting periods of unemployment is 
rtificial as Hart would now make it appear. In the first case we are 
to feel that the solution lies in some such simple formula as ‘built-in 
’ of taxes. In the second case, however, we shal! concern ourselves 
with such measures as a greatly expanded program of social secur- 
prevision for adequate housing, adequate hospital care and adequate 
We shall support more Tennessee Valley Authorities, slum 
e, and urban redevelopment. If Hart favors such programs then 
n agreement. If, however, he opposes such programs on the grounds 
ey “are not justifiable on their merits,” or “repress savings,” or 
surrounding business management with an air of hostility,” or “are 
full employment,” then we are in disagreement. 
: belief that repression of savings is a major goal of Keynesian pol- 
nother sterotype which it would be well to eliminate in the interest of 
[he goal is an increase in consumption and investment adequate 
1 full employment, not repression of savings. If incomes are in- 
consumption will rise without a repression of savings; in fact, 
ill rise at the same time. It may be necessary to reduce the pro- 
he gross national product that is saved. It does not follow, how- 
hat the aggregate volume of savings will necessarily be lower. 


The Models and Transition Policy 


sis not the time or place to enter into a detailed discussion of the transi- 
id forecasts. As I pointed out in my previous paper, the models 


, Hart has now apparently so hedged his own position on the long-run outlook 

st impossible for the mode]-builders in question to disagree with him. Thus 
tis highly probable (though admittedly not certain) that if we have an effec- 
yn policy we can maintain private investment most of the time at a level that 
t least the bulk of full-employment savings.” If this means (a) that most of the 
)t absorb the difference between all and the bulk of full-employment savings, 
it the rest of the time it will not absorb even the bulk, then I think Hart should sup- 
odel-builders rather than oppose them. 
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which Hart criticized were explicitly confined to the post-transition period 

The transition forecasts were indeed seriously in error. It is important ;, 
emphasize, however, that these forecasts were based not on the post-w,; 
models as such but on an important modification of them.The post-» 
models yield estimates of total consumer expenditures at varying levels of 
disposable income when all goods and services are freely available. In mat. 
ing the transition forecasts, however, account had to be taken of the mam 
shortages, particularly in durable goods and services. On the basis of the 
wartime experience alone, it was assumed that consumer expenditures would 
not spill over into goods that were available, and it was estimated tha; 
consumer expenditures would be below normal post-war expectations to th 
extent that there were shortages.* 

This did not happen. Instead, consumer expenditures on non-durable goods 
rose very sharply after V-J Day, yielding, despite the shortages, a total 
volume of consumer expenditures about equal to what would be expected 
from the post-transition models. It is this increase in consumer expenditures 
on non-durables which is primarily responsible for sustaining the high levels 
of gross national product and of employment.® 

It is still too early to determine whether this increase in consumer expendi- 
tures on non-durables is a temporary transition-period phenomenon or a 
relatively permanent one. If it is permanent, it will make a very great con- 
tribution toward solving the problem of post-war unemployment. If, on the 
other hand, it is essentially a temporary phenomenon, attributable to such 
factors as (a) the influx of veterans, (b) the volume of capital gains (both 
realized and unrealized) resulting from the increase in stock market 0 


tion of wartime restraints on consumption, and (e) anticipations of price in- 


2 Some upward adjustments were made in the expenditures on non-durables to allow for the 
effects of returning veterans, the volume of cash balances, and the genera] relaxation from war 
time conditions. These allowances, however, were quite small relative to the downward adjust 
ment for shortages discussed in the text. 

* Several other factors contributed to the difference between the actual results and th 
projections. 

The projections were explicitly based on the assumption of no increase in wage rate 
above wartime levels, whereas wage rates were increased substantially and, of course, ¢ 
tributed to an increase in both disposable income and consumer expenditures. This factor 
represents not an error in forecasting but a difference in policy assumption. 

There was a very strong lag between the decline in production and the decline in em; 
ment in factories experiencing cutbacks of war production. In large part this was attributa! 

to the fact that the excess profits tax was repealed shortly after V-J Day, effective as of Jan 
ary, 1946. This action encouraged producers to concentrate as much of their expenditure 
possible during the period when the excess profits tax was still in effect and to keep their lade: 
force relatively intact. Aside from the effect on labor income it probably had a very powet! 
psychological effect in sustaining consumer expenditures. 

c. Private capital formation, particularly construction, was underestimated. This ert 
more than offset, however, by the overestimate of federal expenditures. The fact that 
struction was higher than was estimated is attributable, among other things, to the gove™ 
ment construction program and to the sharp rise in construction costs, both of which were ®" 
assumed in the estimate. 
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period -eases, then the problem of sustaining post-war full employment after this 
tant dationary period will remain quite great. 

»st-war Jacosp L. Mosax* 
- “wa The views expressed in this note are the author’s own persona! opinion and do not neces- 
Vels of urily reflect those of the Office of Economic Stabilization. 

Nn mak- | wish to thank Mr. Alfred Sherrard for his helpful suggestions. 


The Maintenance of Full Employment after the Transition Period: 
Notes on Mr. Kalecki’s Models 


the solution of the problem of employment after the transition will 
, much more unorthodox policy in public finance in the United 
than in the United Kingdom. 

it is true that the budget deficit necessary for the maintenance of 
ployment in the United States may be diminished by a variety of 
tors... . But it seems unlikely that all these factors would enable the 
States to maintain full employment after the transition period 
t a substantial budget deficit....” 

s is the gist of Mr. Kalecki’s article on “The Maintenance of Full 
yment after the Transition Period,” which appeared recently in the 
organ of the International Labour Office.' More specifically, the 
e suggests that full employment in the United States in 1950 presumes 
et deficit of 13 billion dollars and an export surplus of 2 billion dollars? 
other combination of deficit spending and export surplus totaling 
m dollars. Although the arguments of the article are not more 
than its conclusions, it deserves attention for three reasons: first, 
appears under the sponsorship of an influential international 
zation; second, because it is typical of an economic school that was 
influential in Washington until its forecasts were exposed to the test 
king with facts; third, because it appeared after this embarrassing 
d been completed. 

e reasoning of the article rests on the well-known observation that the 
national income may be represented in two ways: either as a sum of 
nal consumption, public expenditure for goods and services, net private 
‘tment, and export surplus; or as a sum of personal consumption, taxes 
ble for public expenditure for goods and services, and savings. Sub- 
. private consumption and taxes from both aggregates, one finds 
t, apart from minor adjustment factors, savings (S) must equal the sum 
inet private investment (J), export surplus (£), and budget deficit(D). 
From the tautological formula (S=J-++-E+D) other equations showing 
nship between the same four items may be deduced, all equally 
gical and none providing any insight into the mysteries of the 
‘n economy. If, however, these harmless formulas are combined with 
te assumptions concerning economic trends, they take on a prophetic 


tional Labour Review, November, 1945, pp. 449-64. 
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quality. Assuming, for example, a balanced government budget, a rising 
export surplus would presume a widening gap between savings and private 
investment and forecast an increase in savings, or a decline in privat, 
investment, or both. Assuming a balanced foreign trade and a constant rate 
of investment, one would predict that savings would rise or fall with the 
budget deficit. Of the several dozen formulas of this kind, one has become 
especially popular in recent years: (S—J= D+), the sum of budget deficit 
and export surplus equals the difference between savings and net private 
investment. The success of this formula is based on the implicit postulate 
that in the modern economy the amount of savings (S) tends to outrun in. 
vestment (J) and that the widening gap between the two items (S—/ 
condemns the economic system to deflationary contraction, unless specia 
measures are taken to check this danger. If this postulate were correct, the 
conclusion would be inescapable: To prevent mass unemployment, the ga 
(S—TI) should be bridged by deficit spending by the government (D) or 
export surplus (£), or both (D+ £). The crucial question is whether the 
postulate is correct. 

Mr. Kalecki displays a series of ‘‘models” of distribution of the nationa 
product. First, he shows comparative pre-war models for the United States 
(1940) and the United Kingdom (1938). In these models the United States 
with a net national product of 87.8 billion dollars, has an export surplus of 
1.5 billions and a budget deficit of 1.5 billions, while the United Kingdom, 
with a net product of £5.2 billion, reports an export surplus of £70 million 
and a budget deficit of £220 million. The sum of both items amounts t 
4 per cent of the net national product for the United States and to 3.4 per 
cent for the United Kingdom. Although this trivial disparity falls within the 
margin of error of the two computations, Mr. Kalecki considers it sufficient 
to justify a far-reaching conclusion: “The main difference in the structur 
of the national product in the United States and the United Kingdom is seen 
to be the higher percentage of income saved in the former country at t 
same level of employment. ... The problem of employment is more dif- 
ficult in the United States than in the United Kingdom because the per- 
centage of income saved at the same degree of employment of the available 
labour force is substantially higher; and because this percentage is not 
normally offset by a correspondingly higher ratio of private investment plus 
export surplus to incomes.’” 

Obviously one can neither accept nor reject these conclusions on the basis 
of such insubstantial evidence as two sets of not strictly comparable 
figures, without any analysis of the economic structure of the two countries 
and business conditions in the selected years. This is, however, char 
acteristic of the article: it draws far-reaching conclusions from casual, it 
relevant figures. 

This characteristic becomes still more pronounced in the second part 0! 
the article, which shows the hypothetical post-war patterns — on 
of the national product in the two countries, on the assumed full-emp 
ment level. The model for the United States in 1950 suggests a net nationa 


[bid., p. 457. 


side 


vestment. Instead of any proof he refers simply to an earlier article of Mr. 
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juct of 178 billions at 1943 prices, personal consumption of 127 billions, 
i taxes of 26 billions. The balance of 25 billions represents savings and 
by the aggregate of net private investment (10 billions), export 
is (2 billions) and budget deficit (13 billions). On the other hand, the 
for the United Kingdom in 1951 shows only a small budget deficit 


will recognize that the sweeping conclusions quoted above are in- 


pable if these “‘models” are correct. In fact, the conclusions are hidden in 


. models, like a white rabbit in the hat of a magician. Therefore, Mr. 
ki should have proved that the people in the United States will put 
15 billion dollars in 1950 while the nation needs only 10 billions for net 


r Smithies on ‘‘Forecasting Post-War Demand,” an essentially mathe- 
1! le in which general methodological considerations were illus- 
ed by a series of tentative, deliberately experimental projections.‘ 
ther valid or not,’ these projections reflected a definite phase of the 
which was in progress at that time among technicians in the 
ted States but were not intended to serve as a prophecy. In Mr. Kalecki, 
wever, these casual figures become a prediction of the economic structure 
war America and the foundation—the sole foundation—of the 

icy it should follow to maintain full employment! 
Let us examine the assumption of an over-saving of 15 billion dollars in 
\merica. History shows that, except during wars and deep depres- 
ns, savings in the United States averaged somewhat less than 10 per cent 
national income and were roughly in balance with its demand for new 
|. If this pattern should change drastically in post-war America, there 


nust be some reasons for such a change. What are these reasons? Will 


terans returning home from foxholes lose their ‘propensity’ for decent 


wellings, and will building construction stop? Will the nation shift to the 


onsumption habits of the eighteenth century? Will people move 
ties to rural areas, strongholds of thriftiness and saving? Will technical 


ogress be brought to a standstill? 
None of 
ther to very different trends. New, higher consumption habits were ac- 


these assumptions seems very probable. Observations point 


ed by workers during the war boom. New habits were brought back to 
ntry by returning veterans. The tide of marriages and births re- 

in an unprecedented demand for new homes, a demand which cannot 

| in three or five years. The deferred demand for durable goods 
accumulation of war savings open new markets for production. The 
technology of light metals and plastics and the progress of electronics 
ite new outlets for investment. The progress of aviation makes urgent 
task of adjusting our urban areas to the new means of transportation. 
huge financial reserves of business concerns, farmers, and public 


i 


nometrica, January, 1945. 
sm of Mr. Smithies’ regression formula, see W. S. Woytinsky, “Relationship 


Expenditures, Savings, and Disposable Income,” Rev. Econ. Stat., 
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agencies make private construction and public works possible on a scale 
never dreamed of before. The United States has emerged from the war as the 
first economic power in the world. The state of international security ¢¢. 
mands considerable outlays for defense. The nation is facing a tremendoys 
expansion of individual and collective consumption and spending. 

On the basis of a similar appraisal] of the prevailing trends in our economy. 
I have ventured in another article* to make a tentative projection of the 
distribution of a Gross National Product of 150 billion dollars, at 194; 
prices, in 1950 on the full-employment level. In this projection I have esti- 
mated current savings of individuals in 1950 at 9.9 billions and those of 
corporate business (undistributed profit) at 2.3 billions. At the same time. 
I assumed that 4 billions of war savings will flow back into consumption, 
leaving a net saving of 8.2 billions. If net investments in 1950 are estimated 
conservatively at 10 billions,’ this amount of net savings will be 1.8 billions 
short of the demand for new capital, the total demand for consumer and 
capital goods will exceed the current output, and the general economic con- 
dition in the United States will be inflationary rather than deflationary. 

Here are two widely divergent patterns of economic life in post-war 
America. Which is more realistic? Which forces will dominate the economic 
scene after the war—those of deflationary contraction or those of inflation- 
ary expansion? 

A similar controversy on the course of reconversion has been solved by 
experience. The progress of the reconversion has revealed how unwarranted 
were all the predictions that a deflationary spiral and mass unemployment 
would follow the cessation of military expenditures. This does not, of course, 
exclude the possibility that predictions of deflationary gap after the recon- 
version may be right. The point to be stressed here is that the controversy 
in interpreting historical trends cannot be solved by tricky ‘“‘models’’ which 
postulate in advance a definite pattern of development. If we know what our 
economy will be in 1950, we can easily represent it by a “model”; but as 
long as the future is uncertain, the ‘‘models’’ based on casual or biased 
postulates serve no other purpose but to perpetuate superstitions and dis- 
seminate false notions. 

In fact, the difficulty of developing economic projections for post-war 
America or any other country is not in picking up a set of figures totalling 
the anticipated national output, but rather in appraising the long-range 
repercussions of the war. Was this war only a temporary deviation from 
the secular trend as manifested in economic conditions in the 1930's? Ur 
will it become the starting point of a new economic cycle analogous to ‘3! 
launched by World War I? In other words, do we reconvert to an econom 
phase similar to that of 1920, or analogous to that of 1940? . 

The means useful for maintaining full employment in post-war Americ 
will be determined by the post-war economic conditions. If the United States 


* “Postwar Economic Perspectives III, Prewar Experience: Production and Consumptior 
Social Security Bulletin, February, 1946, p. 14. 
7 In my projection, the “business share” in the Gross National Product is set at 19 _ 
dollars, including 9 billions for business reserves, depreciation charges, and the like. + 
leaves 10 billions for net investment. 
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srning to the ‘‘normalcy” of 1940, prophets of deficit spending may 
to be right. If the nation is entering a long era of post-war expansion 
lically recurring set-backs in business conditions, it will need a 


period 


‘ferent, much more flexible economic policy. The practical task will be, in 


ent, to find the proper selection, timing, and dosage of remedies de- 
ed to correct excessive up’s and down’s in employment. The danger will 
verdoing the treatment of the actual ailment as it has been overdone 
ften in the past. Using the words of Keynes, it is ‘‘as though the family 
go on giving a child successive doses of castor-oil every ten minutes 
the first dose had done its work. Or—to take a better parallel—it is as 
igh different members of the family were to give successive doses to the 
{, each in ignorance of the doses given by the others. The child will be 


ery ill. Bismuth will then be administered on the same principle. Scientists 


ince that children are subject to a diarrhoea-constipation cycle, 
ey will add, to the weather, or, failing that, to alternations of opti- 
ind pessimism amongst the members of the family. If the time taken 
first dose to act is constant, they will discover that the cycle is a true 


e with a constant period. Perhaps they will suggest that the remedy is to 


nd in giving the child bismuth when it is constipated and castor-oil 
‘ther extreme. But more probably the parents will divide into bis- 
| castor-oil parties, one of which, impresscd by the horrors of 


utrhoea, will renounce castor-oil, and the other, moved by the depression 


nstipation, will abjure bismuth.’”® 
lisregarding these wise warnings of Keynes, his followers propose to cure 
with one medicine—the castor-oil of liberal compensatory spend- 


f 


.. Since they have no other prescription in their books and no other medi- 


in their bag and know in advance what they are going to administer to 
patient, they do not need to waste time in examining him, observing 
ptoms of his ailment, or studying his constitution, disposition, and 
ment. The procedure is simple: Get the patient to open his mouth 
nd make him swallow as much of the salutary medicine as can be 
to him. This is the economic philosophy of the article under dis- 
(hat the post-war United States will be economically ill and in 
good dose is taken for granted. The only problem is how to make 
rospective patient open his mouth wide enough to absorb 15 billion 
irs a year. The article performs this operation with commendable fervor 
rage, and with no false pretense of having based the remedy on a 

ly of actual conditions and trends in post-war America. 

W. S. Woytinsxy* 
r is principal economic consultant of the Bureau of Employment Security, 
\dministration. 


Correlations and Forecasting 


‘he passage of the Full Employment act has transformed model-building 
i lorecasting into a public function. Economists’ suggestions will doubt- 


ess receive a good deal more attention, favorable and otherwise. Perhaps 


J. M. Keynes, A Treatise on Money; The Applied Theory of Money (London, 1930), 
e II, pp. 223-24. 
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the most ambitious discussion of forecasting has appeared in this Revie) 
and some of its findings have been cited in the well-known symposium ¢ 
Financing American Prosperity.? Unfortunately, it contains serious errors 

1. Although the discussion is entirely in terms of quarterly changes, the 
quarterly “predicted” gross national product is never shown; even the ap. 
nual “predicted” gross national product appears only on a small-scale char: 
Picking off some values here as best we can, it appears that for 1923, 1934. 
1935, and 1938, “‘predicted”’ and actual changes from the previous year were 
respectively about 27 and 17 per cent; 31 and 16 per cent; —5 and +10 per 
cent; +3and —8 per cent. These are sizeable errors and involve four years ou 
of nineteen. Moreover, since comparison of annual data removes three. 
fourths of the opportunities for differences between “‘predicted” and actual: 
since both are in terms of current dollars and alike affected by the great price 
movements since 1921; and since secular trend is the same,’ much of what 
correlation does exist is, on the face of it, simply spurious. 

2. Of the two independent variables, the more important (by 50 per cent 
is a quarterly profits series of which ‘“‘the third quarter of the previous year 
[was] weighted once; fourth quarter weighted three times’’(p. 74). Whe: 
planning operations, that is, for a certain quarter Qs; business men wil 
be influenced by the record of profits realized in Q2 three times as strong) 
as by the record of Q,; they will not be influenced by anything else. In the 
business world, however, the record of Q» will not be available until Q, is 
well under way. (The statistician would begin to “forecast” Qs; when he 
was in (4!) Physically, therefore, the hypothesis is at least half untrue 
Moreover, the original data show profits failing to lead GNP either in 1929 
or 1938.4 

3. The naiveté of treating “profits” as a unitary phenomenon is aston- 
ishing; the aggregate or average of profits is a summary expression for 
many separate and often divergent influences.' Dispersion among industries’ 


! Stanley Lebergott, ‘“‘Forecasting the National Product,” Am. Econ. Rev., Vol. XXXV 
No. 1 (March, 1945), pp. 59-80. 

?P. T. Homan and F. Machlup, editors (New York, Twentieth Century Fund, 1945 
p.- 41 7n. 

* Tinbergen’s model is supposedly being followed here, but the use of a least-squares trend 
and deviations therefrom, “was felt to be undesirable in the present instance” (p. 73). \ 
further explanation is offered. 

‘ Harold Barger, Outlay and Income in the United States (1942), p. 136. 

’ Raymond T. Bowman, A Statistical Study of Profits (1934), especially pp. 136, 139; 14! 
where it is demonstrated that even concentration around the mean does not make it represe! 
tative in this instance. 

* Ralph C. Epstein (asst. Florence M. Clark), Industrial Profits in the United States (1934 
‘Actual profit rate in different industries manifest little tendency to become equal” (p. 9/” 
“differences exceeding 100 per cent between the average profit rates earned by considerabk 
groups of corporations” persist “‘over a full decade” (p. 587). Moreover “general averages #! 
best give only a notion of the ‘general drift’ and the ‘general drift’ of all industries average 
together may in some respects be not the drift of the most important industries at all” (p. 5°”. 
In any attempt at public regulation or control, “no general average figures will suiic 
(p. 588). 
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ide and persistent as among size-groups,’ and “differences in [cycli- 

¢ ’’ appear among both.® Most simply: if the several members of a 

ish in various directions, the crowd as a whole is not exerting any 

isive pressure in any one direction. Quarterly changes® in a profits average 
f such doubtful meaning that even a “significant”’ correlation tells us 

‘le except that they tend to vary directly with business activity—which 
isible but not exactly novel. 

4, Even the individual firm, where no averaging problems are in- 
|, profit is anything but definite. The Treasury’s calculation differs 
orporation’s.’® It is an axiom among accountants that income is a 

of judgment;" that even if determinate it cannot be exactly allo- 

to the appropriate short period.”* Furthermore, windfall (capital) gains 
sses, properly chargeable to surplus, must be eliminated from the in- 
int if it is to reflect the normal operations of the business and 
sh a clue to the future; yet corporate practice, in this respect, approaches 
ios."* The depreciation charge “rarely has any actual relationship to 
ictual wear and tear... [and is] more often concerned with tax consid- 

s than with actual facts.... Practically all depreciation charges 


been excessive.’ High or low, the arbicrariness of the charges intro- 


} 


William Leonard Crum, Corporate Size and Earning Power (1939). 
* [hid 161. Barger, op. cit., pp. 136 and 146, points out that during the depression there 
mtrasts” among various industry trends; at the “turning point in 1932-33, 
irs to be considerable dispersion.” 

* Apparently (it is difficult to make sense of the explanation) no seasonal adjustment was 

years after 1938, although Barger, in making estimates for 1922-38, did find it 
ry to make them. 

See J. Franklin Ebersole, Susan S. Burr, and George M. Peterson, “Income Forecasting 
Statistics of Income Data,” Rev. Econ. Stat. (November, 1929): ““The stattstics of 
ire merely . . . data collected incidentally in assessing . . . federal taxes... . The 
ideration has been revenue, and consequently the proper requirements... for 
nificant data have frequently been sacrificed” (p. 171). “‘For 104 industrial corpo- 
the total net income shown in returns with the same names was 90.2, 87.3, 85.9, 
per cent, respectively, of the total published profits for the years 1923-1926” (p. 
he tabulation and classification procedures of the Bureau of Interna] Revenue have 
| very greatly since then, but the basic qualifications remain. The spread between 

nd taxable income is probably greater and more erratic today. 

example, Accounting Research Bulletin No. 13, of the American Institute of Ac- 

ts, as printed in the Journal of Accountancy (February, 1942), pp. 155 f.: “While many 

nancial statements are determinable with substantial accuracy, others involve 
r approximation and require the exercise of informed judgments within a compara- 
ge of reasonableness. There is increasing recognition of the fact that the sig- 

! periodic financial statements is limited accordingly.” For a sample study of 
s, see Howard C. Greer, ““What Are Accepted Principles of Accounting?” Ac- 

March, 1938), pp. 27-28. 
the present discussion in the accounting journals concerning allocation of war 
costs. 

m W. Werntz (chief accountant, S. E. C.), “Trends in Accounting,” Jour. Account- 
1946), pp. 36, 37. See also Norman S. Buchanan, “Toward a Theory of Fluc- 
ness Profits,” Am. Econ. Rev., Vol. XXXI, No. 3 (Sept., 1941), p. 751. 

Howell, ‘“‘Postwar Pricing and Cost Accounting,” NACA Bulletin (November 
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duces the same element into the income statement. The same is true, mutatis 
mutandis, of inventory valuation; “fifo” vs. “‘lifo” is an unresolved issue 
practice and theory,"® and even the venerable “lower of cost or marke r fall 
is questioned.’ By no means least important is the element of user cos. 
which “cannot be read off a cost accounts sheet. . . . Quantitatively vague 
and imprecise, [it] is definitely present in the entrepreneural mind.” 
The point need not be labored further: it is clear that the the profit of 
any given firm in any given period is no uniquely determined amount 
or even an approximation thereto. The host of qualifications and inter. 
pretations in the minds of those most closely concerned convert the 
“profit” into a rather nebulous thing that has no necessary resemblance ty 
the precise-looking figure on the income statement. The easy assumption oj 
mutual cancellation of errors is unsatisfactory; a little reflection shows that 
the elements of “judgment” are far more likely to point all in the same direr. 
tion. 

5. Government expenditures on durables and on “‘all other” are separate!) 
plotted against GNP; “the values of the regression coefficients then indicated 
the relative weights to be assigned to each” (p. 75). The weights are not re 
vealed. The division is completely arbitrary; there is no reason to regard 
purchase of durables as (more? less?) potent than any other sort of purchase; 
the data are simply being rigged to look better. The profits series is weighted ings, 
1.5 times the total of government expenditures, which may be analyticall ’ 
justified or not; apparently there was no need felt for such analysis. 

6. The basis for all the statistical manipulation is a dynamical mode! 
akin to that of Tinbergen.'® Payments to individuals (which, let us note, are 
part of GNP) determine consumer expenditures (p. 69); the latter, like in- 
vestment, is a “dependent function” (p. 70). “‘We may infer profits fairly 
well from consumption alone.... But given a value for profits, we can 
immediately infer a value for future levels of employment, payroll disburse- 
ments, and also for gross product” (p. 70). The terms in the estimating 
equations are all positive. Accordingly, an increase [decrease] in GNP 
be followed by an increase [decrease] in consumption, will be followed by an 
increase [decrease] in profits, will be followed by an increase (decrease) in 


15, 1945). Lewis Kimmel, Depreciation Policy and Postwar Expansion (1946), pp. 24-26, agrees 
as to the indeterminacy of the depreciation charges but would maintain, I think, that they 
tend to be too low rather than too high. 

16 For a recent statement of the controversy, see K. Lacey in Economica (February, 1° 
and Harry Norris, Economica, (August, 1945). 

16 See George R. Husband, in the Accounting Review (April, 1946). 

17 P. T. Bauer, “Notes on Cost,” Economica (May, 1945). Bauer presents not only a lucid 
summary of the theory, but an illuminating application to the Malayan rubber industry 

18 Paul A. Samuelson, “Fiscal Policy and Income Determination,” Quart. Jour. Econ 
(August, 1942), pp. 599-600. 

19 As a matter of fact, the model is very similar to Tinbergen’s “example II, [which] 0! 
contains a theory of the cumulative process,” and not ‘‘a theory of the cycle. . . . It cannot et 
plain a turning point.” Jan Tinbergen, “Econometric Business Cycle Research,” Re?. Econ 
Stud. (February, 1940), pp. 84, 85. 
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i so on indefinitely. The circle is complete; it is impossible for any 


—- sal ever to take place. The national product either rises continuously 
arket or falls continuously; it never fluctuates. Comment on this theory would be 
Cos superuu 

vagu 7. Past profits, dimly and belatedly revealed, may condition the state of 
ind.” ness confidence, but their influence on expectations of future profits is 
ofit ; swamped by that of very palpable changes in costs, prices, and sales. 
noun Economists of widely divergent opinions have pointed to increases in factor 
inte orices, resulting in sharply disappointed profit-expectations, as the proxi- 
t th mate cause of the downturn.” An explanation of unexpected decreases in 
nce would be an explanation of the business cycle. The traditional division 
ie is as durable or perishable, producers’ or consumers’, etc., and the rich 
s ission over the acceleration principle, stem from the search for those 
dire stries which initiate, or at least foreshadow, general movements through 

.nges in their demand for the products of other industries.” 

rate § Not past average rates of profit, but expected marginal rates, will 


new investment. Maximized revenue is not an inducement to expand. 
effectively monopollsed markets, the entrenched happy few will guess at 
r demand curves and stand pat.* Investment sufficient to offset saving 
ill not necessarily be made even when profits, as a principal source of sav- 
gs, are very high. This hardly promises prosperity. 
\ single ‘‘horrible example”’ does not discredit econometric methods 
i]. But it does serve as a useful reminder that economic research is 


altogether—a matter of manipulating numbers and drawing lines on 


* Writing 29 years ago, J. M. Clark said of Wesley Mitchell’s Business Cycles (1913) that 
rendered obsolete all attempts to explain crises in terms of any one fact or any one narrow 
causes and effects.” 

r general discussions, see Wesley C. Mitchell, Business Cycles and Unemployment (1923), 

14; and Business Cycles (1927), pp. 106-07; Gottfried von Haberler, Prosperity and 

ion (1940), pp. 106-10, 353-54, 456-61; Maurice Dobb, Political Economy and Capital- 

ism (19 102-04; Friedrich A. Hayek, “Price Expectations, Monetary Disturbances and 
{ ents,” in Readings in Business Cycle Theory (1944), p. 360. 

rH Slichter, “The Downturn of 1937,’ Rev. Econ. Stat. (August, 1938): “The 

occurred while profits were still rising. In other words, business men reduced their 

f profits on new commitments while profits on old commitments were growing. 

viously, it is the expected profits on new commitments which are decisive in determin- 

business activity” (p. 108). 

= J. M. Clark, Strategic Factors in Business Cycles (1934). See pp. 91-92 and p. 188, par. 

ra discussion of profits as dependent on divergent cost and price movements during a 

"See Norman S. Buchanan, “Anticipations and Industrial Investment Decisions,” Am. 

v., Vol. XXCXIT, No. 1 (March, 1942), suppl., p. 154. Buchanan shows that the more 

tive the market, and the easier the estimation of additional gross income, the 

vill there be to buy expense-reducing equipment. See also TNEC Monograph 

fits, Productive Activities, and New Investment,” by Martin Taitel, p. xix: 

than the amount or the rate of profit have been the major determinants of the 

tal expenditures of groups of companies in the same industry, and, hence, of busi 
sa whole. Of these other factors, the most important have been the level of output in 
to capacity and the pressure upon business for the introduction of available new tech- 
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paper. Some attention to the real world is helpful—perhaps even essenjj, 
And the manipulation ought not to flout the elementary rules of iogic. 
M. A. ADELMay* 


* The author is an economist in the Division of Research and Statistics, Board of Govern: 
of the Federal Reserve System. 


Recent Activities of Soviet Economists 


During the years of World War II, Soviet economists, like their colleague 
in the United States and Great Britain, concentrated the great bulk of the 
energies upon problems connected with different aspects of the war efor: 
This activity encompassed not only all aspects of the internal economy ¢) 
the U.S.S.R., but was also directed at understanding developments in the 
economies of all major foreign nations, with some particular stress in the lay 
two years upon efforts being made to secure international cooperation | 
various economic fields such as finance, trade, agriculture. labor, etc.! 

During the past two years, Soviet economists concentrating upon prob- 
lems of the internal development of the U.S.S.R. have been engaged pri- 
marily in planning the restoration of devastated areas in the Soviet Union 
and charting the future economic development of their country. Much 
this work has been done by personnel of Gosplan (the State Planning Con- 
mission) and the Institut Ekonomiki (Institute of Economics of the Acad 
emy of Science of the U.S.S.R.), as well as by economists attached to vari 
other governmental organs. The most important results of this activity wer 
embodied in the Fourth Five Year Plan adopted by the Supreme Soviet «i 
the U.S.S.R. in March, 1946.2 Considerable research and planning ha 
apparently also been done on the longer range economic development oi th: 
U.S.S.R.° 

Soviet economists concentrating upon the study of foreign economies an 
of international economic trends have served their country in the militar 


governments which have been set up for the areas occupied by the Ke 


Army; in the negotiation of trade agreements with Rumania, Poland, Fir 
land, Argentina, Iceland, Bulgaria, and other countries; as advisers to Mr 


Molotov in the meetings of the Foreign Ministers of the leading power 


among the United Nations; and as representatives of or observers fot 


U.S.S.R. at the meetings of various international organizations such 


U.N.R.R.A., F.A.O., the International Bank and Fund, etc. 


1 This paragraph is based upon a number of conversations engaged in by the author * 
Soviet economic personnel he met in Berlin during the summer of 1945. Cf. also Akader 


Nauk Soyuza SSR, Referaty Nauchno-Issledovatelskikh Rabot za 1944 g. Otdeleniye Ekon wa 


i Prava (Papers on Scientific Investigations in 1944, Division of Economics and Law 
cow, 1945), pp. 3 and 4; and “‘Raboty Instituta v Gody Voiny” (Work of the Institute 1! 
War Years), Mirovoye Khozyaistvo i Mirovaya Politika (World Economics and World Poli 
No. 12 (Dec., 1945), pp. 82-86. 


2 The complete Russian text of the Fourth Five Year Plan has appeared in, among - 
places, Pravda and Izvestiya, March 21, 1946; and Bolshevik, March, 1946. An English trans 
lation was serialized in the Moscow Daily News, March 23, 27 and 30, 1946, and has been pu 


lished in pamphlet form by the Soviet Embassy in Washington. 
* Cf. the goals for 1960 mentioned in Stalin’s speech of February 9, 1946, New York 11m 
February 10, 1946. 
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ile the reports prepared by Soviet economists for the guidance of their 
s policy makers are naturally not available, much information about 


nt economic research can be learned from a perusal of recent published 


‘s. This includes a considerable literature consisting of books, pam- 


ets, and articles in magazines and newspapers. Little of this is generally 


private American citizens since much of the published output 
nomists is apparently not sent to the United States, or so few 


bie to 


viel 
re sent that only a few specialists are able to obtain the material. 
source of supply for books is the Four Continents Book Store at 
Avenue, New York City; and this store is prevented by law from 
¢ material through the mails. Varying amounts of recent original 


in materials are available at the Library of Congress, the New York 
Library, Columbia University, and the American Russian Institute 


York City.4 Attempts to build up such collections are now being 
Harvard and Syracuse universities. Obviously, for the student who 
cated in or near Washington or New York, recent Russian materials 


‘mely difficult to obtain. 

view of the scarcity of the original materials in this country, it seems 
to present a short bibliography of significant recent economic writing 
U.S.S.R. Among the major studies written in the U.S.S.R. during 


ist two years are the following (some of the studies below were only 


iscript at the time the most recent information became available): 


Soviet ECONOMICS AND Economic THOUGHT 


Ekonomicheskaya Pobeda S.S.S.R. (Economic Victory of the 
U.S.S.R.), Moscow, 1945. Issued by the Institute of Economics of the 
\cademy of Science of the U.S.S.R. under the direction and editor- 
ship of S. G. Strumilin, P. A. Khromov, N. A. Kovalevski, I. D. 
Laptev, and D. I. Chernomordik. 

Contains chapters by different authors reviewing war time develop- 
ments in Soviet industry, manpower, productivity, agriculture, 
t , trade, and finance. 

cherki Istorti Russkoi Ekonomicheskoi Mysli (Essays on the History 
f Russian Economic Thought). Issued by the Institute of Economics 
ler the editorship of P. A. Khromov and I. D. Udaltsov. 
This is to be a four-volume work tracing the history of Russian 
nomic thought from the ninth to the twentieth century. The first 
which is believed to have been issued in 1945, traces the 
development from the ninth to the middle of the nineteenth century 
nd has five sections: 
General character of the development of Russian economic 
thought. 
Economic thought in pre-feudal and feudal Russia. 


ransport 


ec 


volume, 


a 


of Russian economic materia] for Americans should be contrasted with the 
ge of American economic affairs and writings displayed by Russian authors. 
he references cited in Soviet writings, Soviet economists have available virtually 
pers, magazines, books, and government publications of any significance published 

t Moreover, a reading knowledge of English is apparently much more frequent 
oviet economists than a reading knowledge of Russian among American economists. 
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. D. V. Savinski, Kurs Promishlennoi Statistiki, (Course in Indust 
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(c) Economic thought in the epoch of Peter I. 
(d) Economic thought in the eighteenth century (Lomonos, 
Rychkov, Shcherbatov, Radishchev, etc.). 

(e) Economic thought in the first half of the nineteenth centy; 
(Mordvinov, Turgenev, Pestel, Herzen, Milyutin, etc.). 

The second volume is expected to be concluded during 1946 and y; 
be devoted to the second half of the last century. 
K. Ostrovityanov, Sotsialisticheskaya Sistema N arodnogo-K hozyaisin, 
i Zakony ee Razvitiya (The Socialist System of National Econom 
and the Laws of its Development). (Place and date of publication yp. 
known.) 
A discussion of Marxist-Leninist-Stalinist economic thought in the 
light of the institutional development of the USSR. 
K. A. Pashitnov, Ekonomicheskiye Vozzreniya Dekabristov (Thy 
Economic Outlook of the Decembrists), Gospolitizdat, 1945. 
A review of the factors influencing the economic situation and the 
economic thought of the Decembrist revolutionaries and of Russi: 
during the first quarter of the nineteenth century. 
Ocherki Teoriya Sovetskogo Khozyaistra (Essays on the Theory of the 
Soviet Economy), edited by K. A. Ostrovityanov, Moscow, 1945 
A series of essays on various aspects of the Soviet economy, based 
on the new orientation of the teaching of Soviet political economy a 
introduced in 1942. The essays deal with the laws of development of 
socialist economy, the réle of planning, the law of costs in the Soviet 
economy, the réle of money and monetary circulation, economic a 
counting, collective farm income and differential rent, Soviet trace 
and the collective farm market, and the theory of socialist production 
N. N. Rovinski, Gosudarstvenny Byudzhet SSSR (The State Budge! 
of the USSR), Gosfinizdat, 1944. 
A comprehensive account of the preparation and execution of tle 
Soviet budget, prepared as a textbook for financial and econom 
technicians. 
M. I. Bogolepov, Sovetskaya Finansovaya Sistema (The Sovitl 
Financial System), Gosfinizdat, Moscow, 1945. 
A brief pamphlet description of the USSR’s financial organization 
and its operation. 
V. M. Batyrev and V. K. Sitnin, Finansovaya i Kreditnaya Sisiems 
SSSR (Financial and Credit System of the USSR), Moscow, 1% 


Statistics). (Probably published in Moscow, 1944.) 
Slovar-S pravochnik po Sotsialno-Ekonomicheskoi Statistike (Hanct 
of Social and Economic Statistics), Gosplanizdat, 1944. 

A very valuable guide to the definition and compilation of Sovit 
statistics. Invaluable to the user of current Russia data. 
V. S. Nemchinov, Selskokhozyaistvennaya Statistika s Osnovom 
Obshchei Teorii (Agricultural Statistics with the Basis of Gener 
Theory), Moscow, 1945. 

A textbook of agricultural and economic statistics, including 84 


3. 

4 

| 

8. 

= 

= 


COMMUNICATIONS 653 


s as compilation of data, index numbers, linear, multiple and 
rvilinear correlation, etc. 
\. Ya. Boyarski, Kurs Demograficheskoi Statistiki (A Course in 
Demographic Statistics), Moscow, 1945. 
\. Leontev, O ““Kapitale” Marksa (On Marx’s “Capital’’), Moscow, 
\. Kurski. Sotsialisticheskoye Planirovaniye Narodnogo Khozyaistva 
SSSR (Socialist Planning of the National Economy of the USSR), 
Gosplanizdat, Moscow, 1945. 
A pamphlet discussing the réle of planning and methods used to 
obtain fulfillment of plans. 
B. Sukharevski, Sovetskaya Ekonomika v Velikoi Otechestvennoi V oine 
[he Soviet Economy in the Great Patriotic War), Moscow, 1945. 
\ pamphlet discussion of wartime economic problems. 
S. V. Sholts, Kurs Selskokhozyaistvennoi Statistiki (Course in Agri- 
tural Statistics), Gosplanizdat, 1945. 
\ basic text for collective farm personnel and students of agri- 
| | economics. 


FOREIGN ECONOMIC DEVELOPMENTS® 


R. S. Levina and I. I. Goldshtein, Osobennosti Germanskogo Razboini- 

nichego Imperializma (Characteristics of Predatory German Im- 

German economic and political development from Bismarck to 
Hitler. 

2. L. Ya. Eventov, Ekonomika Anglii v0 Vremya Vtoroi Mirovoi Voiny 

and’s Economy during the Second World War). 

Varga, Izmeneniya v Ekonomike Kapitalizma Itoge Vtoroi 

Mirovoi Voiny (Changes in the Capitalist Economy Resulting from 

e Second World War). 

\nalyzes war developments and concludes that most capitalist 
tries, except the USA and Canada and the neutrals, were gravely 
ened by the war. Predicts further sharpening of the “contradic- 
‘of capitalism with chronic mass unemployment, market gluts, 

nderutilization of industrial equipment. Sees the strengthened 
n of the USSR in the world economy “exercising a stabilizing 
luence on the economies of neighboring countries having democ- 
es of the new type.” 
[. Trakhtenberg, Finansovaya Itogi Voiny (Problemy Inflatsiya) (A 
Financial Summary of the War with Special Attention to Problems of 


5. A. Shpirt, Izmeneniya v Ekonomike Syria i Topliva vo Vtoroi Mirovoi 
+ oime (Changes in the Economics of Raw Materials and Fuel in the 
second World War). 


nsists of studies made at the Institute of World Economics and World Politics. 

n how many, if any, of these studies have been published in full. A glance at the 

les in Mirovoye Khozyaistvo i Mirovaya Politika, given below, suggests that some 
stucies in this list appeared in that magazine, in whole or in part. 
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6. V. Lan, SSAA ot Pervoi do Vtoroi Mirovoi Voiny (The USA from th 

First to the Second World War). 
. M. Bokshitsky, Tekhno-Ekonomicheskiye Sdvigi Promishlennoy 

SShA vo Vtoroi Mirovoi Voine (Technical-Economic Trends jy 
American Industry during the Second World War). 

8. I. Dreizenshtok, Zheleznodoroshny Transport SShA vo Vtoroi Miror; 

Voine (Railway Transport in the USA in the Second World Wa; 

9. I. Sosenski, Voyennaya Ekonomika Kanadi (Canada’s War Economy 

10. A. Petrushov, Agrarniye Otnosheniya v Germanii (Agrarian Relation: 

in Germany). 

11. Yu. Vintser, Nemetskiye Bankiri i Plutokraty (German Bankers anj 

Plutocrats). 
12. S. Vishnev, Voyennaya Ekonomika Italii (Italy’s War Economy), 
13. V. Avarin, Borba za Tikhi Okean (Struggle for the Pacific Ocean 
A study of Japanese-American economic conflict in the Orient. 

14. E. Pigulevskaya, Morskoi Transport Yaponii (Japan’s Sea Trans 

port). 

15. E. Kovalev, Arenda i Arendnyye Otnosheniya v Kitaye (Tenancy and 

Tenant Relations in China). 

Economic journals in the USSR include Planovoye Khozyaistvo (Planned 
Economy), Mirovoye Khozyaistvo i Mirovaya Politika (World Economics 
and World Politics), Novoye Vremya (New Times), Sovetskyye Finansi (Soviet 
Finances), Vneshnyaya Torgovlya (Foreign Trade), and Sotstalisticheskoy 
Selskoye Khozyaistvo (Socialist Agriculture), among others. The first two oi 
these, however, are by far the most important professional! econom 
periodicals published in the Soviet Union and it seems desirable, therefore 
to list their recent articles. In the case of Planovoye Khozyaistvo, the chiei 
articles appearing in 1945 and the first two issues in 1946 are listed, whi 
for Mirovoye Khozyaisivo i Mirovaya Politika, the chief economic articles 1 
the 11 issues which appeared in 1945 and two 1946 numbers are listed 
The titles of the various articles are given in English translation so as to 
useful to the maximum number of readers. 


Planovoye Khozyaistvo 
No. 1—Jan.—Feb., 1945 


Editorial—The National Economy of the USSR in 1945 

Z. Atlas—Monetary Circulation in the Socialist Economy 

A. Galitzki—Railroad Transport in 1945 

A. Grigorev—On Labor Norms in Industry 

B. Sukharevski—The First Plan of Great Work (on the occasion of the 25t 
Anniversary of GOELRO). 

A. Terpigorev and A. Sudoplatov—Some Problems of the Restoration of th¢ 
Donbas Coal Industry 

L. Eventov—Changes in the American Economy During the War 


No. 2—Mar.—April, 1945 


Editorial—The State Budget of the Victorious Soviet Power 
A. Baikov—The Technical Plan for 1945 
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Gladkov—Lenin and the Organization of the Soviet Military Economy 
luring 1918-20 
S Demidov—Reserves for Raising the Yields of Agricultura] Crops 
\. Mkrtchyan—The USSR’s Petroleum Industry in the Years of the 
‘atriotic War 
, Petrov—Methods of Calculating the National Income in the USA and 


England 
No. 3—May-—June, 1945 
V. Burgman—The Way to a Higher Technical Level in the Construction 
Industry 


{ Galitzki and I. Libin—The Outlook for the Electrification of the Rail- 

ids of the USSR 

harevski—Victory in the Patriotic War and the Soviet Economy 

Sh. Turetski—Tasks in the Increase of Internal Industrial Accumulation 

\. Sharov—The Restoration and Construction of Dwellings in the Cities of 
the USSR 


Rumania’s Economy and the Outlook for its Development 
|. Trakhtenberg—The Conversion of Capitalist Countries from War to 
Peace Economies 


K. Dimitrov- 


No. 4—July—Aug., 1945 
rial—The Five Year Plan of Restoration and Development of the 
National Economy of the USSR 
The Academy of Science and the National Economy of the 


Bruevit n 


USSR 
8. Dimitriyev—Concerning Correct Crop Rotation 
\, Lyubimov—The Next Tasks in the Development of Commodity Turn- 
ver. 
Sapozhnikov and L. Ulitski—Basic Problems in the Chemical Processing 
[ Coal in the USSR 
Shashkov—Basic Problems in the Development of River Transport 
Levina—Land Reforms in Hungary, Rumania and other Countries 
M. Miznikov—On the Problem of the Military Economy of Fascist Ger- 


No. 5—Sept.—Oct., 1945 
Vologdin-—The Utilization of High Frequency Currents in Industry 
New Resources of the Fertilizer Industry 
The Restoration and Development of Leningrad Industry 
\. Zotov—The Post-war Outlook of the Food Processing Industry 
alev—Restoration and Development of Railroad Transport 
Kaftanov—Preparation of Specialists in the Coming Five Year Plan 
saltikov—Mechanization of the Lumber Industry 
Lii—Government Regulation of Industry in the USA 


’olodarski 


No. 6—Nov.—Dec., 1945 


Economic Summary for 1945 
Probst—Problems of the Fuel Balance in the Postwar Period 
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E. Ryssakovski—Problems in the Electrification of the National Econom, 
of the USSR 

B. Vatulin—Basic Tasks of Siberian Agriculture 

L. Maisenberg—Price Formation in the Soviet Economy 

K. Bozhikov—Bulgaria’s Present Economic Situation 


No. 1—Jan.—Feb., 1946 
A. Zelenovski—Twenty-Five Years of the State Planning Commission 
I. Gladkov—Lenin and the Organization of the State Planning Commission 
G. Sorokin—The Stalinist Five Year Plans 
A. Baikov—Problems of Technique in the Outlook for the Plan 


No. 2—Mar.-April, 1946 


N. Eremenko—Restoration and Development of the Iron and Steel Indus. 
try in the New Five Year Plan 

A. Panov—The Coal Industry in the Five Year Plan 

A. Galitski—The Postwar Five Year Plan for Railroad Transport 

S. Demidov—Restoration and Development of Agriculture in the New 
Five Year Plan 

G. Kosyachenko—Increasing the Nation’s Material and Cultural Living 
Standards in the New Five Year Plan 

S. Vishnev—Industry of the Capitalist Countries in the Postwar Period 


Mirovoye Khozyaistvo 1 Mirovaya Politika 
No. 1—Jan., 1945 


E. Varga—The Decisive Réle of the State in the War Economies of the 


Capitalist Countries 

L. Frei—Post-war Problems of Foreign Trade Policy 

R. Levina and I. Goldshtein—Characteristics of the Economic and P 
Expansion of German Fascist Imperialism 


No. 2—3—Feb.—Mar., 1945 
I. Trakhtenberg—War Finance and Inflation 
V. Cherpakov—Problems of the Partial Demobilization of American |» 
dustry 
EK. Varga—Post-war Business Cycle Problems 
Yu. Vintser—Post-war Plans for Nationalization in England and the | 


No. 4—April, 1945 


M. Bokshitski—Technical-Economic Changes in American Industry during 


the Second World War 
B. Kugel—lInfluence of the War on the Automobile Park of the USA 
S. Zakharov—The International Trade Union Conference in London 
I. Dreizenshtok—Railroad Transport in the USA and its Post-war Uul 


No. 5—May, 1945 
E. Pigulevskaya—Japan’s Ocean Transport and the Pacific War 


E. Varga—The Course of the Business Cycle after the Conclusion of tt 


War in Europe 


ar 7 
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Development of the Armed Strength of the Powers during the 
Second World War 
rrovanovski—In Memory of a Great President 
The Study of the Economics and Politics of Foreign Countries 


No. 6—June, 1945 
Post-war Problems of the American Steel Industry 
The Land Reform in Hungary 


Agrarian Problems and Agrarian Reforms in Rumania 
No. 7—July, 1945 
tski—The Research Organization of American Industry 


Bretton Woods and the English Regional Monetary Agreements 
kov—Problems of Chinese Economic Development 


No. 8—Aug., 1945 
Preliminary Summary of the Economic War of 1939-1945 
The Problem of India’s Sterling Accumulation 
Italy after the Banishment of the Fascist Occupiers 


The International Aviation Conference 
\griculture and the Situation of the Peasantry in Liberated 


DaKOY 
rrance 


No. 9—Sept., 1945 
Regulation of the Economy and Planlessness in the Capitalist 

tries during the War 

[he American Oil Refining Industry during the War 

Rumanian Trade Unions in the Struggle for Democracy 

Influence of the War on Agrarian Relations in China 

France’s International Economic Agreements 

tein—A Year of Polish Rebirth 


No. 10—Oct., 1945 


e Significance of Foreign Trade for the USA 
he Problem of the Nationalization of the English Coal In- 


\ itolina England’s Indebtedness to Egypt 
V. Maslen kov—-China on the Threshold of a New Existence 


The Economic Situation of Liberated France 
No. 11—Nov., 1945 
Concentration of American Industry during the Second World 
nova—The Economic Base of Japanese Aggression 
Consumer Credit in the USA during the War 
'rends in Canadian Agriculture during the War 


Argentina’s Economic Situation during the Second World War 
Coal Problems in Post-war Europe 


SAL 


rar 
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No. 12—Dec., 1945 
V. Lan—Reconversion and the Unemployment Problem in the USA 
M. Kogan—The American Oil Industry during the Second World War 
M. Rubinshtein—The Secret Diplomacy of International Monopoly 
B. Dantsig—Agrarian Reform in Turkey 
Statistical Supplement—Published in separate volume; contains basi 
economic data for foreign countries. 
No. 1-2—-Jan.—Feb., 1946 
A. Petrushov—Agrarian Reform and Democracy 
V. Sokolov—The Anglo-American Economic Agreement 
S. Drabkina—The Strike Movement in the USA 
B. Christov—The Economic Situation of Bulgaria 
V. L.—On the Anglo-American Oil Agreement 
No. 3—March, 1946 
J. Pevsner—Japan after Capitulation 
I. Faingar—Concentration of Capital and the Part Played by the Monopo- 
lies in Fascist Germany 
I. Sosenski—The Postwar Food Problem 
N. Veitzman—The Financial Position of the Biggest Industrial Monopolies 
in the United States at the Beginning of Reconversion 
Note—Expenditures of the USA Abroad During the War 


Some indication of the breadth of interest of Soviet economists working 
directly for a government agency may be obtained from the following list of 
contents of one number of the official organ of the Soviet Foreign Trade 
Ministry. The articles listed are taken from the October, 1945, issue oi 
Vneshnyaya Torgovlya (Foreign Trade), a monthly journal: 


A. Ivanov—The USA’s Export-Import Bank 
N. Cheklin—A Summary of Lend-Lease 
F. Piskoppel—Conjuncture of the World Wheat Market in 1945/46 
A. Gorchakov—On the Foreign Tourist Trade 
V. Gostev—Cartels in the USA 
A. Korobov—The Development of Brazilian Industry 

It is readily apparent even from a quick survey of the titles of books 
studies, and articles listed above that, next to the problems of their own 
country, Soviet economists are concentrating upon the most careful and 
detailed study of the American economy, particularly its current develop 
ment and future outlook. There would seem to be good reason to advocat 


that this attention should be reciprocated by American economists Wi 


must more and more take cognizance of Soviet policies in the most divers 
areas of domestic and international economic activity. But before this 5 


possible steps will have to be taken to increase the flow of economic mate 


rials and to increase the number of economists competent to use the dats 


in original Russian sources. 
* 
HARRY SCHWARTZ 


* This article is based on research made possible by a Social Science Research Cour 
Fellowship. The author is assistant professor of economics at Syracuse University. 
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Revision of British Company Law 


The English Company Acts, revised at periodic intervals to place limited 
bility enterprise under state scrutiny, have been subjected to recent de- 
‘ailed criticism by a committee of inquiry under Mr. Justice Cohen, a judge 
‘the King’s Bench Division of the Supreme Court of Judicature.! This 
mmittee, composed of distinguished members of the bar, economists, ac- 

nts and business men, was appointed by the Board of Trade to con- 

er and report what major amendments were desirable in the Companies 

1929, and in particular to review the requirements prescribed in regard 
e formation and affairs of companies and the safeguards afforded in- 

tors and the public. Its report, published in June, 1945, has elicited wide 
mment in both Britain and America as it provides one of the best reviews 
iditional and contemporary accounting and corporate practice in the 
mer country. In addition, the committee proposes reforms, some con- 
tive, others drastic, for blatantly outmoded or illegitimate business 
rocedures, but it has skillfully avoided “placing unreasonable fetters upon 
siness which is conducted in an efficient and honest manner,” while 
king sure that “‘as much information as is reasonably required shall be 
ilable to shareholders and the public.’” 

e Labor Government has accepted the recommendations of the Cohen 
mittee in full and is preparing a bill to give effect to them. Before this 
isure is introduced in Parliament, however, companies are urged to 
ng their practices in line with the committee’s proposals, a suggestion 
h has been followed by a number of prominent firms. 

[he Cohen committee expresses satisfaction that the great majority of 
public and private limited liability companies are managed honestly and 
re of marked benefit to British trade and industry. The fullest practicable 
sure of information concerning the activities of companies, in its 

n, will lessen the opportunity for abuse and coincide with an aroused 

| consciousness. The suggestions of the Amendment Committee have 

imed at aiding shareholders to exercise a more effective general con- 

over the management of their companies, although they indicate that 

s aim will be attained “‘more by selection of the proper governing body 
‘each company than by the provisions of any statute.”’ 

When viewed in its entirety, the Company Law Amendment Report is 

to stress that the future system of private enterprise must operate with 

mplete honesty and with full publicity. When considering all aspects of 

dusiness and accounting practice, including company managements, the 

mmittee has attacked each subject with equal intensity except, perhaps, 

t of the increasing use of nominees for shareholdings. So widespread, in 

has this procedure become that in 1943 over 600,000 individual hold- 

igs ol stocks and shares were registered in the name of nominees of joint 

tock banks alone. Drastic action is called for either by the prohibition alto- 

gether of the nominee plan (except for attorneys and trustees) or nominees 

i be compelled by law to disclose to the companies the names of their 
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utes of Evidence taken before Company Law Amendment Committee (London, 
nery Office, 1943), for details of this inquiry. 
"port of the Committee on Company Law Amendment, Cmd. 6659, pp. 115. 
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beneficial owners. The Cohen committee rejected these alternatives, recom. 
mending that shareholders be required to state, on signing a transfer 
direction to the company, whether they are beneficial owners or not: tha: 
if any person is directly or indirectly the beneficial owner of one per cen; 
or more of the issued capital, he must make a full declaration to the com 
pany. In addition, the Board of Trade would be provided with dras 
powers to investigate the ownership of shareholders whenever it is , 
sidered desirable in the public interest. 

In relation to other matters, the committee’s proposals are drastic, es. 
pecially as to the secretiveness of company accounts and the responsibilit 
of directors. It was not generally known, before the inquiry, that the propor- 
tion of private to public companies had been steadily increasing in recen: 
vears. The great advantage of the private company, the fact that it need not 
file its accounts with the Registrar of Companies, has led many publi 
companies to convert their subsidiaries into private companies. The 
Amendment Committee has suggested that no private company can clai 
exemption from filing accounts if its membership includes a body corporat 
(other than a corporation sole), or if a body corporate is beneficially 
terested in its shares. Although this recommendation permits the private 
family company to go unhampered, it stops abuses on the part of put 
firms. In addition, holding companies are to disclose full information al 
their subsidiaries by publishing consolidated accounts. On the presentation 
of accounts generally the committee follows the suggestions of the Institut 
of Chartered Accountants, coming out strongly against hidden reserves and 
for greatly enlarged financial statement data. 

One major weakness of the Companies Act, 1929, was that directors were 
only liable for untrue statements in a prospectus. The Amendment Con:- 
mittee recommends that they should be liable at civil law also for misleading 
statements and for the omission of material information which may be mis 
leading. It will also make the expert liable for any untrue or misleading 
report which he formally allows the directors to include in a prospectus 
Advertisements for “placings” are to be put on the same footing as pro 
spectuses. 

In framing its report, the Company Law Amendment Committee 


avoided making any proposal which would restrict honest business manage: | 


ment, and it has endeavored to provide every possible impetus to increased 
publicity of financial facts. The balancing of these objectives, each with \ts 
proper emphasis and with relation to the nation’s expanding peacetime 
economy, transforms what might otherwise have been a dry state paper int 
a well-conceived approach to the reform of major deficiencies in prevailing 
Company Law. The incorporation of the Cohen committee’s recommend 
tions in British statutory law should be facilitated both by their moderate 
tone and by the gravity of the business, accounting, financial and manager 
weaknesses they seek to correct. 


Mary E. Murrey’ 


* The author is assistant professor of economics at Hunter College of the City of New Yor 


Seport of the Committee on Company Law Amendment, Cmd. 6659, pp. 115. 
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Mr. Sumberg’s Interpretation of the Soviet Turnover Tax 


er or In the March, 1946, issue of this Review, Mr. T. A. Sumberg in his article, 
that Soviet Union’s War Budgets” provides a valuable summary and analysis 
cent Russian wartime finance. In speaking of the “turnover tax,” Mr. Sum- 
tates: ‘The tax is the main financial instrument by which the Russian 
sate curtails consumption in order to promote capital construction and 
COn- national defense. Offering no possibility of evasion by the taxpayer- 
it is also an efficient weapon for the forced mobilization of the 
» & mmunity’s savings in the interest of rapid industrialization and urbaniza- 
‘This statement suggests a point of view which, it seems to me, should 
por not be left unchallenged. It is difficult to understand how the tax can 
ecent nerate to curtail consumption. The allocation of resources in Russia as 
d not tween production for war and for civilian purposes has been determined 
ubli y direct rather than by financial means. The over-all plan predetermined 
t resources were to be devoted to war needs and what to civilian uses. 
nsumption,” is meant “‘real” consumption, it is not clear how the 
ora tunover tax made any difference in the quantities of civilian goods made 
yu to the general public. Soviet civilians would not have had more 
f the tax had not been imposed. 
ne may also question whether the tax should be regarded as borne by 
Dou! sumers. In a socialistic state, the price of products sold by the trusts are 
ation established by administrative rule. Whether the tax raises prices depends 
tute not upon the tax itself but, rather, upon the accompanying instructions, if 
, to trust price-fixers as to what price changes are to be made. If no price 
inge is made with the imposition of the tax, the taxis without significance. 
nge would be made in accounting terminology only. Instead of all of 
net return of the trusts being called “profits,” a part would be called 
turnover tax yield” and the remainder, if any, “profits.” Such a procedure 
iter labels, not substance. 
Soviet practice appears to adjust prices in accordance with changes 
the rates of the turnover tax. Even in this event, the tax itself is also of 
significance; what is important is the decision to charge the public 
erent prices. In a setting of diminishing supplies of real things, Soviet 
ere forced to decide to what extent to employ price and to what 
ed extent to employ direct controls to ration the limited supplies among the 
mbers of the public. A decision to ration by price alone would call for 
‘ : raising prices under such conditions. The price policy of the government is 
“a por because it determines to what extent monetary mechanics 
penditures and prices) are to be used to ration available supplies to 
ic. Whatever its price policy, it seems untenable to hold that the 
)pulation as a whole would be worse off, even if prices were set so 
1 as to make all non-monetary rationing devices, such as rationing cards, 
ected admittance to special stores, standing-in-line, unnecessary. The 
is a whole would get the same quantities, but a decision to use 
to ration might, and probably would, have given some people 


York im n. Rev., Vol. XXXVI, No. 1 (March, 1946), pp. 119-20. 
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more real things and others less. The case for non-price rationing in Ryssi, 
is much the same as the case for rationing in wartime in capitalistic coyp. 
tries. In both types, the pattern of income is unequal and the rich woul 
in either case, consume unduly at the expense of the poor. 

Under socialism, it is doubtful whether consumers can be taxed by , 
turnover tax levied by the state upon its own agencies. Taxation impli 
that someone is forced to give up something to the state which he woul 
have retained if the state had not exercised its taxing power. The “turnoye 
tax”’ does not do this. A state sales tax upon products sold by state agencies 
is an insistence by the central administration that the accounting practice oj 
the trusts label part of the profits “tax receipts” instead of simply “profits 
and the tax may act as an administrative instruction to change prices 
products. Only the price change can be significant, and it has significance 
as a decision to ration more or less by price and less or more by direct 
means. Given the price policy of the government, the “tax” is purely 
nominal in character and can scarcely be regarded as being a burden to any. 
one. 

If this point of view is correct, the tax should not be regarded as a weapon 
to “force mobilization of the community’s savings.” If, with increases in tax 
rates, state agencies charge higher prices, the action has the effect of ration- 
ing relatively more by price and, in addition, it takes more money out of the 
hands of the public. With less money, people may spend less in the future 
and thereby reduce the work-load of non-monetary rationing devices and 
increase the relevance of price as a rationing device. Thus, it seems to me 
that the turnover tax should not be considered as one of the more important 
aspects of the Soviet financial system. 
EARL 


* The author is assistant professor of economics at the University of California, Berkeley 


Geometrical Note on Elasticity of Demand 


The graphical evaluation of elasticity may be approached in severa 
different ways. If the discussion be restricted to natural scales, two principa 
methods are generally used. The first uses length ratios, the other empioys 


constant outlay curves. Both of these methods have their limitations. 11! 


appears particularly in comparing the relative elasticities of points on t¥ 
demand curves. Suppose we wish to compare elasticities at two points, 0 


located on a given demand curve, the other located on this demand curve 
after it has been shifted upward and to the right. A comparison of lengt 
ratios might be confusing. A perhaps simpler method may be evolved * 


follows: 


‘ 


= 
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= Let us compare the elasticity at the point W, Ew, with the elasticity at V, 


Cou 
‘Ould ’ Draw a tangent to D at W, inter- 
; secting the abscissa at S. Draw a tan- 
wy a Vv’ gent to D’ at V’, intersecting the 
pues \ abscissa at 7. Extend OW to cut the 
vould erpendicular V’P at X. Connect X and 
pews T. Then, if the angle § is greater than 
the angle a, the elasticity at V’ is 
D \ greater than that at W because 
\ 
tan 
~ Ev=——_ Ew 
tan @ 
Joun S, HENDERSON 
3 a 
N S Q 
apo! = t po pt 
!This may be easily proved as follows: By definition, 1? . But 
dp q prop op 
px 1 px wn, _ wn 1 
vf the =——: Substituting we secure Eo=—- -- But —=——- Therefore, (1) Eyv=——- ——- 
px tana op tana op on on tana 
ns wn Ew 
} and By definit Ew=——-: —; substituting from (1) we secure (2) Eux=——-——-——. But 
wn On ( ns ) tana 
wn 
= Substituting (3) in (2), we secure —-=————- But since the tangent of an 
n tan§ Ew tana 


Ew 


according as 
(0<0<90°) 


reases with the angle, 
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John Henry Gray 
1859-1946 


For nearly half a century Professor Gray has occupied a prominent plac 


in American economic education, particularly in his chosen field of railr 
and public utilities. In an era when the general practitioner was in vogy 
the figure of Gray as a liberal, perhaps something of the iconoclast, certai 
as an “expert” in government and public service, stands out in bold relie/ 
He was a pioneer in the development of that specialization which has ac- 
celerated the progress of scientific knowledge in more recent times. He 
much to bridge the gap between the arm-chair economic theorist and t! 
practical specialist. And withal Gray seemed to lose none of the os wm 
tional and mellowing influence that he had upon his students and d es 

John Henry Gray was an outstanding teacher and scholar in a generat 
of economists who were remarkable for their broad culture and socia : 
mindedness—John B. Clark, Henry Adams, Hadley, Ely, Seligman, Tau: _ 
sig, Davenport, Hollander, and others. That he is entitled to a place ev 
among these economic notables is due to the wide range of his interests 


the long-sustained period of his productive effort. He began his professio: 
career at the age of twenty-eight as an instructor in political economy 
Harvard and continued as professor and head of the department 
graduate school of the American University at the age of seventy-thre 
span of forty-five years; and his activity as a writer and pamphleteer 
tinued to within a few years of his death at eighty-seven. These fruitfu 
years of extraordinary physical and intellectual vigor added to his 
complishments, but they do not explain the versatility of his interest. | 
Gray was not only a stimulating and inspiring teacher; he was a distin- : 
guished public servant; he was a painstaking associate editor of the E : 
nomic Bulletin for several years and of the Journal of Accountancy for sev 
years; he was a forceful writer on a broad range of subjects and a recog! 
authority in the field of public utilities and railroads. e 
In general, Gray divided a distinguished career as an economist among 
the lecture halls of major colleges and universities, government and put 
service, and the liberal movement in which he was a fearless spokesman for 
human rights. 
Dr. Gray began teaching as an instructor in political economy at Harv 
in 1887, the year he graduated from Harvard with his bachelor of arts 


degree. Two years later he went to Germany, the mecca of aspiring scholars \ 
to earn his Ph.D. at the University of Halle. Back in the United 5tates 
with his European doctor’s degree, in 1892 he was appointed professor ©! \ 


political economy and social science at Northwestern University, where | ne 
remained for fifteen years. In 1907 he was called to the University of Mis 
nesota as professor of economics. He stayed there until 1920, when he 

cepted a similar position at Carleton College which he held for five yea" 


| 
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\frer three years with the Interstate Commerce Commission as chief 

»alyst and examiner in the Commission’s bureau of valuations (a position 
ad previously held from 1917 to 1919), Dr. Gray returned to teaching 

- head of the department of economics in the graduate school of the Ameri- 
in University from 1928 to 1932. 

Dr. Gray entered government and public service in the decade before the 
‘urn of the century. In 1893 he served as chairman of the World’s Congress 
\uxiliary on Political Science in Chicago, and from 1894 through 1896 he 

iirman-of the municipal committee of the Civic Federation of that 

[he United States Department of Labor called on Dr. Gray in 1902 

o investigate restrictions of output in Great Britain. He also represented 

the United States Commissioner of Labor at the International Cooperative 

ngress in Manchester, England. Later that year he represented this na- 

tion at Congresses of labor, commerce and industry in Diisseldorf, Germany, 
nd Ostend, Belgium. 

Returning to America he became a member of the National Civic Federa- 
tion Commission on Municipal Ownership in 1905, and served the Commis- 

nas expert in the field of American investigation. From 1911 to 1914 he 
served as a member of the Federation’s Executive Council Department to 
probe the regulation of public service corporations. He was later made secre- 
tary of the department and director of its investigations. During the first 
World War Dr. Gray also served in the United States Army as a Lieutenant 
Colonel and as a member of the board of appraisers of all property com- 
mandeered for the Army. He claimed the distinction of being the second 

in in the United States to enroll in the American Legion. He was a member 
of George Washington Post No. 1 of Washington, D. C. 

\t the time of his leaving Carleton, which he often referred to as a “bully 

d” college, Dr. Gray presented his entire library to the College. This 

ection comprises about a thousand volumes in the fields of economics, 

ry, and politics. The collection includes rare editions of early economic 
tings, such as a copy of the third edition of Adam Smith’s Wealth of 
‘ations, and other books long out of print, and a large number of pamphlets 
ing with specialized topics such as railroad transportation, public utili- 
and taxation. For about ten years after Gray left Carleton, a prize of 
$100 known as the John H. Gray prize was offered by Mr. Dwight S. Bobb 
i Chicago for the best essay by an undergraduate on an economic topic. 
ois prize afforded keen competition among economics majors during those 

A prolific writer, Dr. Gray in 1913 was the author of a compilation and 

ysis of all American statutes relating to the regulation of public service 
rporations. In 1929, with G. W. Terborgh, he made a study of Urban 


was 


Mortgages in the United States since 1920; with Jack Levin, in 1933, he 

published a study on the Regulation and Valuation of Public Utilities. 

Many articles, too numerous to mention, he wrote for economic and other 
tific journals, 


In 1914, Professor Gray was president of the American Economic As- 
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In January, 1930, Dr. Gray was indignant over the speculative excesse: 
that contributed to the stock market collapse in the fall of 1929. He charge; 
former President Coolidge, Andrew Mellon, and Professor Irving Fisher qs 
being most responsible for “‘continuing and expanding the mania” of specy. 
lation, which preceded the Wall Street slump. 

During the last decade of his life, which was spent in Washington, D, ¢ 
Dr. Gray was a familiar figure at the Cosmos Club, and was active in the 
work of the People’s Lobby. Since 1935 he had served as treasurer of that 
organization. These sunset years also afforded him an opportunity to satisfy 
a longing for travel. This took him to Europe and Africa, to the West Indies 
and South and Central America. 

As an economist Gray early threw off the spell of the classical economists 
and was influenced to a greater degree by modern schools of thought. Hi 
had little patience with such classical doctrines as the labor theory of 
value, the wage-fund theory, or even Taussig’s refinement of the “dis 
counted”’ marginal product of labor. Wherever and whenever possible, he 
urged his students to get quantitative measurements—“‘‘facts and figures.’ 
His experiences in government service, particularly his work with the bureau 
of valuations of the Interstate Commerce Commission, confirmed his belief 
that theory and practice should complement each other—‘‘fit each other as 
hand and glove.” It was this insistence on factual support that explains, ir 
part, his great success as a teacher. His students recall with sentimenta 
pleasure his classroom Odysseys, his informal manner, his generous toler 
ance of an opposite point of view, his sparkling wit, his genial humor. Bu 
beneath all these traits, his students learned to think, accurately and in 
dependently, and to act upon deep conviction. 

Among economists of Gray’s generation, there may be more profound an 
erudite scholars, more vigorous theoretical analysts, more original socia 
philosophers, but it would be difficult to find an economist who combined 
theory and empirical reference in a more original and useful way, and 4 
finer gentleman, perhaps, one could never find. 

Jesse S. RoBINsoN 

Carleton College 


Umberto Ricci 


On January 3, 1946, Umberto Ricci died in Cairo while returning from 
Constantinople to Rome, to occupy again the University chair in politica 
economy from which he was driven by the fascist government in punis! 
ment for his criticisms of their economics. . 

Self-educated and without benefit of academic degrees, Umberto Ric 
found his career when Ghino Valenti, first among agricultural economists 
of the past generation, wanted his help in the formation of the first register 
of agricultural property and thus rescued him from simple administrative 
work. Thereafter, his rise was rapid. It was my good fortune in 1910 to 
recommend him, together with Pasquale Jannacone as secretary genera! 
and Giovanni Lorenzoni as agricultural economist, to head the Statistica 
work of the International Institute of Agriculture. It was a superb tria¢, 


ve 
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-nd the Institute won a world-wide position of prime importance through 


blication of agricultural monographs and statistics. Professor of eco- 


nomics and statistics in Macerta, Parma, Pisa, and Bologna, he was called 
» 1924 to succeed Maffeo Pantaleoni in Rome. Driven out by fascism in 
1928. Ricci was called in 1929, together with Arangio Ruiz, Bresciani 
lyrroni and Siotto Pentor, to complete the magnificent company of 
lian teachers with which the Egyptian government intended to give 
ister to the law faculty of the new National University of Cairo. He re- 
mained there until 1940, when Italy’s entrance into the war severed friendly 
vil relations between the two countries. But in 1942 the Turkish govern- 
ment called him to succeed Répke in economics at Istanbul. The calls from 
Rome, Cairo, and Constantinople testify to the renown acquired by Ricci 
the international scientific world, which generously elected him to 
norary membership in such societies as the American Economic Associa- 
Academy of Lincei, the International Institute of Statistics, the 
Cobden Club of London, the Society of Political Economy of Paris, the 


Egyptian Institute, and the International Colonial Institute. 


He was a learned and penetrating economist. From him we have in the 
theoretical field a volume on capital and numerous monographs on supply 


nd demand curves, on the theory of wants, on savings and taxation 


which 


will and should long endure for their persistency in analysis of the problems 
ind consistent courtesy to those concerned. But in this too brief memorial 
t is possible to record only a few of the theoretical contributions made by 
nim. It is better instead to record the fact that he could descend from the 
pure and sometimes rarified air of abstract contemplation into the arena of 
applied economics, with vigorous thought and a fighting spirit. His writings 
{1921 on the bankruptcy of city finances, of 1920 on Italian protectionists 
| economists, on politics and economics, and his many articles published 
magazines and newspapers are memorable. One of those, insistently re- 
juested by a tascist magazine, cost him his chair in Rome. If ever there was 
punishment that brought honor to the victim and disgrace to the punish- 
ng power, that was it. For Umberto Ricci, in that article as well as in others, 
tilized superbly the weapon of subtle irony that brings smiles to the reader 
' mortally offends the hapless one who has exposed himself to destructive 
cism. Unable to reply to the criticisms effectively and therefore atro- 
usly derived, the Dictator vindicated himself by depriving Ricci of his 
t. He had reason to fear him, for Ricci had opposed fascism in discus- 
ons as well as in writings. Although in the beginning, in what might be 
ed the period of fascistic financial liberalism, he also shared the illusion 


at some progress might be made with Mussolini, yet when Salandra, 
‘iberal leader, joined the opposition following Mussolini’s speech of 


January 3, 1925, Ricci participated in the guidance of the Liberal party, 


firmly 


firm] resolved to oppose the fascists. 


Hence the act of revenge, which honored him. Now we are assailed with 


‘egret that he can no longer be with us to fight the battles of liberty and 
y on the work of criticising economic errors and contradictions, a 


task always necessary and perhaps more so in times of freedom than in 
es of tyranny. For if in the latter times we can blame mistakes on the 
ant, in the former we cannot blame others, and to accuse ourselves is 


| 
| 
I 
| 
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always distressing. With the passing of Umberto Ricci we have lost not on\y 
a master in the field of science, but also a master of economic criticism, \; 
lament not only for science, but also for Italy, the unjust fate that brough; 
him death in a foreign land on the eve of that devoutly desired return to his 
native land. 
Luicr 
Rome, Italy 


Henry Calvert Simons 


Henry C. Simons, professor of economics at the University of Chicago, 
who died June 19, 1946, was a stout-hearted and tough radical-libertarian jp 
the tradition of nineteenth century economic liberalism. His major writings 
all essentially were tracts, tracts which, offering a broad, positive and radica| 
program for liberals, countered on all the main fronts of political economy 
the collectivist implications of both the new “‘liberal’”’ economics of “plan- 
ning” and the older, but still virile, special-interest economics of reactionary 
conservatisim. 

Simons’s own political faith was the traditional liberal one epitomized in 
distrust of private concentrations of power (monopoly), in decentralization 
of government, and in minimal (negative) use of the state’s monopoly of 
power. Minimal exercise of power, however, was not “do-nothing”’ gover- 
ment. In order to minimize political control of relative prices (resource 
allocation), the state must establish and vigilantly preserve against specia 
interests conditions in which free-market (competitive) resource allocatio: 
can be efficient. 

His positive economic program for liberal government emphasized three 
crucial and interrelated problem areas in which democratic government 
least has recognized its positive responsibilities for maintaining free-market 
rules: (1) money, (2) monopoly, and (3) equality of personal economic 
power. 

The most radical part of his program set forth the “‘rules of the game’ 
for the “financial good society.” The state must recognize that it must re- 
serve to itself alone the power to control the value of money and, recognizing 
its monopoly of power, must act responsibly according to stable rules 0! 
law. To establish its monopoly, it must strip private corporations (par 
ticularly, but not exclusively, banks) of their present power to contro! tie 
value of money through their creation and destruction of “near-moneys’ 
(deposits and debt instruments).! To achieve legal and administrative 
simplicity in monetary control, maximum responsibility of government t 
the electorate, and minimum misunderstanding by private enterprise, the 
federal debt structure must be converted rapidly into currency and per 
petuities and the interest-bearing portion reduced to manageable propor 
tions. To create the monetary certainty essential to a prosperous free- 
enterprise economy, the state must establish in law a definitely stated anc 
stable monetary rule: stabilization of an index of the general price lev¢ 
(hence, indirectly, effective maintenance of aggregate money demané 


1 It was here that the familiar “100% banking’’ scheme entered the program. 
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ard movements of the index would be countered by a budget surplus 
-rency retirement) obtained largely by lowering the personal income 
»ption limits (and, if necessary, by ‘“‘across-the-board” increase of 
downward movements by budget deficits accomplished by the 
tax changes and by currency issue (debt retirement). Borrowing 
be used only as a stop-gap anti-inflationary device. 
lem of depression, however, he saw could not be solved simply 
the establishment of reasonable monetary certainty so long as the 
y contained large and crucially significant sectors in which prices 
trolled by industrial and labor monopolies had only upward flexibility. 
irance of the requisite price flexibility must be established by the state 
ih “deliberate creation and preservation of competitive conditions”’ 
erever possible. His case against private monopoly, however, was much 
rger than the case against short-run price inflexibility. Depression or not, 
poly involves interference with efficient (equal productivity) alloca- 
f resources, particularly labor resources. Furthermore, the existence 
irge-scale private concentrations of power along functional lines in labor 
ns and industrial associations imposes upon government the settlement 
nflicts which can be resolved only by collectivization or destruction of 
ypolies and which must be resolved if the state is to endure. 
Professor Simons proposed that government attack the problem of in- 
uality of personal economic power through the progressive personal 
me tax. The personal income tax should be relied upon as the major 
re of government revenue and the inequality-creating excise taxes 
a few exceptions) should be abolished. The tax should be based on a 
lefinition of taxable personal income by eliminating distinctions 
h respect to kind of income (particularly capital gains) and tax avoid- 
articularly through tax-exempt security earnings and the tax pro- 
s on capital gains and undistributed corporate earnings should be 
mized. 
ms prefaced his ‘Some Reflections on Syndicalism’” with a quotation 
m Alfred Marshall: “Students of social science must fear popular ap- 
; evil is with them when all men speak well of them. If there is any 
inions by the advocacy of which a newspaper can increase its sales, 
the student . .. is bound to dwell on the limitations and defects and 


‘rors, if any, in that set of opinions; and never to advocate them uncon- 


ly even in an ad hoc discussion. It is almost impossible for a student 

be a true patriot and to have the reputation of being one at the same 

” He was one of few economists who have been outspoken on public 

y, who followed Marshall’s admonitions unfailingly. In his pursuit of 

correct economic policies considerations of political expediency were 
ema to him. 

‘ot the least of his virtues was the polished style of his writings. They 
surpassed in economics in their sprightliness and, what is rarer, in 
and directness. 

H. G. Lewis 
niversity of Chicago 


f Political Economy, Vol. LII (March, 1944), p. 1 ff. 
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Economic Systems; Post-War Planning 


Road to Reaction. By Herman Finer. (Boston: Little, Brown. 1945. Pp. xij 
228. $2.00.) 

Freedom under Planning. By Barbara Wootton. (Chapel Hill: Univ. of 
North Carolina Press. 1945. Pp. vii, 180. $2.00.) 


These lucid and interesting books discuss timely matters, and are well 
worth the few hours required for their reading. Each replies to Friedrich A 
Hayek’s Road to Serfdom. Each, as is true of the Hayek book, is more likely 
to be judged by the individual reader’s ingrained economic and political 
philosophy than it is to change that philosophy to any marked degree. 

Professor Hayek’s Road to Serfdom is frankly “political.” It defends the 
politico-economic policy of adhering to the free market as the all-important 
device for determining what should be produced, and how, and for whose 
benefit. Socially imposed controls, Professor Hayek admits, must modif\ 
this, even possibly to the extent of providing basic guarantees of minimum 
health facilities and of economic security. However, desired modifications 
must be made by /aws which are clear, relatively simple, and mean the same 
thing to all men; they must not be made through discretionary powers 
exercised by economic planners and administrators. The latter, once granted 
in substantial number, will feed upon themselves, ending in dictatorship oi 
the few over the many—‘“serfdom.”’ The book projects into the policy 
sphere previous writings of Professor Hayek in which, adhering more 
strictly to economic analysis, he contrasts economic organization 4! 
processes under collectivism with those of a free market economy. 

Professors Finer and Wootton attack this thesis from the same bases 
They contend that existing democratic processes in the United States and 
Great Britain are sufficiently deep-rooted and sufficiently developed 4 
techniques to permit grafting onto them substantial elements of econom! 
planning. They decry the “lunacy” that planning some things means plan- 
ning all, pointing out that enough general agreement on some comprehensi\' 
economic objectives now exists to permit governmental agencies to co! 
struct detailed plans for, and to administer programs looking toward, thet! 
effectuation. As more and more specific goals are agreed upon, planning an¢ 
administration can and must take over without violating any of the & 
sentials of democracy or individual freedom. 


These writers struggle with the most serious dilemma of our mocer 


democratic societies: Economic processes and means of controlling = 
have become increasingly complex and technical in nature while Mr 
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\yerage Citizen, whose desires constitute orders in a true democracy, has 

time or ability to study and understand economic phenomena. In 
efect, Professors Finer and Wootton say to Mr. Average Citizen: Do as you 
id if you were building a house and yet knew nothing about the tech- 
es of architecture or engineering. Formulate your idea of the type of 
ise you want, of its broad features. Then hire an architect who will 
ervise th phy inning and building. Let him fill in the details of the — 


al 
ind, ‘finally, supervise the builder’s work to protect your interests. 
Without technical construction knowledge, you can determine from time to 
whether your architect is achieving the goals you have set. You will 
use most closely conforming to your desires if you proceed in this 


Substantial portions of Professor Finer’s efforts are devoted to disproving 
itions taken by Professor Hayek. He denies the latter’s contention that 
e must choose between the two extremes, all planning and no planning, 
ling this a reductio ad absurdum argument (p. 26). He labels as stupid 
Hayek’s assumption “ ... that political power is neither limited in scope, 
tricted in authority, responsible in operation, nor coéperative and 
ecentralized in execution” (p. 67). He vehemently denies that fascism and 
ism arose out of socialism and from trends started by socialists in 
Europe; rather, they were middle class movements shaped by the spirit 
the people involved (pp. 88-101). The destination of the Russian govern- 
nt as well as its present methods must enter into an evaluation of the 
ian system (p. 103). Hayek’s supreme reliance upon the efficacy of 
petition and free pricing is declared unsound; “private enterprise is not 
nocent; it is guilty and sick” (p. 157). Even to enforce free competition to 
the point where it could achieve the ends which Professor Hayek attributes 
it woul ; be such a tremendous task that it would require more govern- 
ent action than his thesis possibly could permit (pp. 78-81). The objective 
der must admit these are telling blows, skillfully directed. However, he 
y hesitate to agree with Finer that he has shown: “ .. . Hayek’s apparatus 
f learning is deficient, his reading incomplete; that his understanding of the 
lomic process is bigoted, his account of history false; that his political 
science is shnost nonexistent, his terminology misleading, his comprehension 
British and American political procedure and mentality gravely defective; 
d that his attitude to average men and women is truculently authori- 
p. 
the constructive side, Professor Finer proposes planning as a “‘middle 
_ an approach he believes especially suitable to the spirit of Great 
‘ain and the United States (pp. 123-25). “The two greatest inventions 
the nineteenth century are representative and responsible democracy, 
id expert and impartial administration” (p. 219). These must now be used 
eve for mankind the full benefits of modern technological advances. 
reforms to rationalize our democratic legislatures are in order in the 
uted States; the executive branch of government must be strengthened 
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‘ 


through a “cabinet with collective responsibility”; the two must be, 
ordinated by “productive formal liaison between the White House and +. 
Congress” (pp. 213-216). Such reforms, linked with full use of our know. 
edge of administrative technique, make us ready to plan and administe, 
comprehensive programs for economic betterment under government aegi: 
“Society as a whole, acting through its rationally constituted and depyted 
organs, is in a far better position than at any time in history to move for. 
ward to the collective management of many spheres of social life” (p, 22 
“The freedom of our time cannot possibly be an entire freedom from goverp. 
ment, it can only be a freedom within government” (p. 223). 

Professor Wootton’s Freedom under Planning in a sense supplement: 
Professor Finer’s book. It fills in some of the substance of the ‘‘middle way 
It is more moderate in tone and less sprinkled with barbs at Hayek. ' 

There is nothing new in Professor Wootton’s point that economi 
equality and monopoly presently deprive the citizen as consumer and a; 
worker of many of the “‘freedoms”’ theoretically possessed under an idea! 
competitive system. Cultural and civil freedoms, she argues, need not | 
jeopardized by planning if the right people are chosen to exercise the power 
inherently accompanying successful planning. In Russia there has been n 
attempt to combine planning with civil liberties. 

Some of the best portions of Professor Wootton’s book are devoted t 
analysis of the practical problem: What should be planned, and } 
Planning is defined as the “‘conscious and deliberate choice of econo 
priorities by some public authority” (p. 6). Hence, those things w! 
should be planned and carried forward by public agencies are thos: 
which there is general agreement—that is, agreement on the broad obj 
tives, for the technical question of methods must be left largely to the si 
of the planning technicians. Planning and freedom are compatible or 
long as there is agreement on objectives. Some areas of agreement now ¢ 
and others can be found if we have a will to find them. Whereas present 
political discussions and conflict emphasize points of disagreement, politi 
parties should devote more effort to finding and exempting from polit! 
controversy areas of agreement which are commonly known to exist. Onet 
found, programs to achieve such objectives may be safely placed outsice 
the legislature, their administration being undertaken by boards or cor 
missions, such as the London Transport, the Central Electricity Board, an¢ 
the British Broadcasting Corporation, to cite Professor Wootton’s Brits 
examples. All this will require centralized authority. Realizing this, am 
freed from the obligation to make decisions on detailed matters abou! 
which he knows that he knows nothing, the voter may be expected to pu 
more effort and intelligence into expressing himself on questions which 
within his competence. Western democracy is young and Professor W ootto! . 
finds no reason to doubt its ability to devise increasingly effective metho " 
for establishing accepted objectives and for delegating broad powers ' 
governmental agencies to choose and administer the means of their attal- 
ment. 

No conclusive evaluation of any of the three books discussed herein shou 
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ved by a reviewer. Each expresses an economic philosophy—an ap- 
ach to the basic problem confronting our society in this post-war world. 
: Professor Hayek is too dogmatic and overstresses the automaticity with 
partial planning and control lead to minority planning of all and 
fore to “dictatorship,” possibly Professors Finer and Wootton are too 
stic about the ability of democratic societies to evolve improved 
niques of popular control of society’s objectives, and are inclined to 

‘oo little recognition to the successes of pressure-interest groups in 
rverting social objectives and devoting to their own limited ends the 
is and personnel of administrative agencies established by govern- 


Every sincere student or practitioner of economic planning should read 
Professor Hayek. From him will come a conception of the vital necessity of 


forestalling government economic control from following those paths which 


lestroy freedom. Professors Finer and Wootton, no less, should be required 

‘, for in them will be found sound and, we hope, practical recom- 

itions on how to do the forestalling. Considered as a trilogy, these 

ks at least attest our ability to formulate our major problem in concrete 

forceful terms. This is the first step toward a solution which must be 
ved if we are to live as free people in a world of economic abundance. 


N. Loucks 
'niversity of Pennsylvania 


ind Markets. By Metvin G. DECHAZEAU, ALBERT G. HART, GARDINER 
C. Means, Howarp B. Myers, HERBERT STEIN, and THEODORE O. 
Ynrema. A Research Study of the Committee for Econ. Development. 
New York: McGraw-Hill. 1946. Pp. xi, 143. $1.60.) 


I have had the good fortune to review nearly all of the Committee for 


Economic Development staff studies on postwar and peacetime adjustment 


nd each time I have found myself framing the same sentence: here is the 
nomists’ contribution to short-run and middle distance public policy at 

ts best. No one would underwrite all the analyses or concur in all the 
mendations, and some of the monographs have been better than 

ers. All, however, have been technically expert, carefully reasoned, with 

in emphasis nicely attuned to the importance of the issues with which they 
eal, and they have been elegantly timed. These, in fact, are the ideas that 


nave guided the reconversion and while ideas (in competition with politics) 


ot had the monopoly that Keynes once so incautiously accorded 
they have been important. In most respects the great transition has 


gone rather smoothly—so far. The C. E. D. economists deserve their share 


€ credit, 
this book, the capstone of the several studies of the transition, is fully up 
the standard of the earlier studies on which it builds. It sets out the 
rs’ conception of the grand strategy for moving workers into peace- 
ime employment, for countering the inflation that (by the time the book 
Was written) could be foreseen for the early stages and the deflation that 
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threatened thereafter. Essentially their prescription is to accept inflationary 
pressure in the early stages of the transition as an accelerant and painkille, 
in the process of reémployment. This inflation they would hold in check by 
price controls—price control slightly softened, but still in the manne; 
Bowles rather than of Taft. With the completion of the changeover, and 
except for rents not later than June 30, 1947, they would substitute contro 
over the volume of spending. These latter controls should be as available : 
correct too little spending as to curb too much. 

The recommended fiscal controls are fairly staple shelf goods. On the 
revenue side the authors advocate, in the main, machinery for prompt 
adjustment of taxes (in particular, delegation of authority to the Executive 
to adjust the first bracket of the personal income tax) when aggregate 
demand changes and increased reliance on personal and corporate income 
taxes with their “built-in flexibility.”” They have less faith in variations in 
expenditure and suggest that “the revenue side of the budget is where we 
must look chiefly for the adjustment of fiscal policy to market demand.” 
Such faith in spending as they have, they invest in the “built-in flexibility 
of a more generous social security system and, conservatively, in public 
works. Having given the Treasury a substantial if (by present-day stand- 
ards) fairly orthodox assignment, the authors then put the Federal Reserve 
System back in active business. Alarmed by the large inflationary potential 
in bank holdings of government securities and their possible contribution t 
the public’s already large supply of cash they propose a large increase ir 
reserve requirements. Existing bank-held securities would be made special): 
eligible as an interest-bearing but immobilized reserve. 

No summary, not even the authors’ own, does full justice to a hundred 
odd pages of detailed resommendation but this, plus the inevitable plea for 
centralized fiscal management, is the heart of the program. 

I, for one, have little quarrel with the C. E. D. program for what it does— 
and if price control is a good preliminary test it may go farther than Con- 
gress and the Administration are likely to get. The authors should perhaps 
have reminded their readers that the present danger of inflation and the 
eventual threat of deflation is given not alone by the holdings of cash and its 
equivalents but also by its distribution between income groups. They als 
elide the very real problem of forecasting and timing counter inflationary 
and deflationary action. However, a more important question is left ur- 
answered. If, as the authors state, “sober weighing of the prospects forces 
the conclusion that inflation and deflation are both real possibilities,” there 
is need for some assurance that their measures are relevant to the mag! 
tudes of the movement that are in prospect. If price controls are to be dis 
continued by a given date and tax increases are impossible, will an as 
tringent expenditure budget, the monetary controls and the “built- 
flexibility” be sufficient? (The authors do not explicitly say that tax I 
creases are impossible, but they seem to think so.) Will a downward swing 
in income be within the magnitude that conceivable adjustments in taxts 
and more modest adjustments in expenditure could counter? The Americ: 
economy, it was learned from both the depression and the war, is capab eo 
big things. Without suggesting that the C. E. D. economists should g* 
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he overly competitive business of model building, I would have wished 


tionary it 
. HB io; come weighting of their measures in relation to the contingencies to be 


inkilles yr 
eck by met. An active fiscal policy poses questions both of kind and of amount. 
J. K. GALBRAITH 
Washington, D.C. 
able t The Economic Lessons of the Nineteen-Thirties. By H. W. Arnpt. (New 
| York: Oxford Univ. Press. 1944. Pp. 314. $3.75.) 
_ [his book gives a survey and analysis of the internal and foreign economic 
cutive policies of the United States, Great Britain, France, Germany and Sweden 
regate n the inter-war decades, and concludes with an examination of the lessons 
ieee .be drawn from these experiences. In undertaking a series of studies the 
‘aap Eonomic Group of the Chatham House Reconstruction Committee decided 
— ve WE 0 Prepare a report on the nineteen-thirties. The drafting of the report was 
rand.” Ip done by Mr. Arndt, assisted by discussion with the members of the group. 
bilit There was a large measure of agreement, but the report is Mr. Arndt’s 
pul vn responsibility. 
sta Mr. Arndt concludes from the inter-war experiences that there could be 
ona ttle hope of an ordered world economy so long as the major countries were 
ential unable to cope with their own domestic problems. Accordingly a study 
- which was aimed at international economic problems emerged as a study of 
m7 the inter-action of domestic and international policies. 
= The outstanding internal problem of the inter-war period was undoubt- 
edly unemployment. Mr. Arndt concludes that the American slump can in 
vs its origins be interpreted as the result of an overexpansion of some of the 
i nvestment goods industries relative to the long-term needs of the American 


economy for capital equipment. In most of the European countries he finds 
that the depression was largely the result of external factors, the cessation of 


a apital import, withdrawal of short-term credit, and the sudden fall of 
lien exports. In Great Britain there were special problems growing out of malad- 
| the |e JuStments incident to overexpansion of certain industries in World War I, 
ad tae ind to technological and other changes. The deflationary spiral was in most 
als untries accentuated by orthodox government financial policies. 

mar In most cases large-scale intervention did not occur until the depression 
~~ had lasted for several years. Yet in the end governments in all countries 
agces were forced to intervene. 

here Most countries tried to curtail imports and push exports to stimulate 
soni employment at home at the expense of other countries. Four of the five 
dis. untries studied tried to combat the depression with ‘“‘cheap money.” 
+ \ here building played an important part, the reduction in interest rates 
It-i helped. 

cj These two methods proved to be relatively ineffective. The heart of the 
sine roblem was a deficiency of internal effective demand. Both consumption 
are investment needed to be increased. The New Deal in the United States, 


rding to Mr. Arndt, attempted to bring about recovery largely by 
creasing Consumer purchasing power, partly by redistributing income to 
‘Ne poorer classes and partly by direct payments to consumers. The sub- 
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stantial success achieved was, however, far from complete since the increase 
in consumer demand was not adequate to produce a satisfactory revival jp 
the demand for capital goods. Mr. Arndt concludes that in advanced jp. 
dustrial countries methods of increasing consumers’ demand cannot be 
relied upon to produce a recovery, once depression has been allowed ty 
gather momentum. 

Accordingly, it proved necessary to undertake public capital expendi- 
tures. This method was especially applied in Sweden, Germany and the 
United States, though in the German case it amounted essentially to g 
rearmament program. Experience shows that public capital outlays to be 
effective must be on an adequate scale and should be planned well in ad. 
vance. 

Mr. Arndt concludes that experience does not justify the oft-expressed 
fear that deficits will in periods of large unemployment produce inflation 
Nor is it necessarily true that such deficits will permanently increase the tax 
burden. First, the loans may be used to finance productive capita! outlays, 
and second, the debt will not impose any additional tax burden if the 
national income increases sufficiently to meet the interest charges. Finally, 
even in a private enterprise economy there are no rigid upper limits to the 
level of taxation provided care is exercised in the choice of taxes. 

In the thirties countries were concerned with recovery. But the lessons 
point to the great importance of maintaining full employment or at least 
not permitting a serious collapse. Experience indicates three main threats t 
stability: (1) overexpansion of capital facilities, (2) inflation, (3) external 
shocks. 

The first is peculiarly a danger for a country like the United States. The 
process of capital construction tends to proceed by leaps and to outrun the 
long-term needs. What is required is a greater emphasis on consumption 
But it is a difficult matter for public policy to determine the appropriate 
magnitude of any such shift since the long-run requirements of a country 
for new capital equipment vary with the desirable rate of progress, the 
population trend, the nature of foreign demand, and government policy. 

An equally difficult aspect of the problem of maintaining full employ- 
ment is the danger of inflation. There were fears of speculative and in- 
flationary excesses in 1929 in the United States and again in 1936-37, nott 
mention the war years. This remains for the future no less a political than 
an economic problem. 

Some national economies are peculiarly in danger of shocks from with- 
out. The gold standard aggravated these shocks. Internal deflation and 
monetary insulation (exchange control) were the former methods of protec- 
tion. The new monetary plans seek new and less harmful protective devices. 
But in the last resort the only way of safeguarding natural economies 
against external shocks is to diminish international economic instability | y: 
(1) the maintenance of internal stability and full employment, and (- 
international planned investment and trade programs. 

The book closes with a review of the difficult problems of internationé 
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We are compelled to face the fact that even with reasonable 
ess. both with respect to our internal problems of stability and full 
yment and also our new international plans, international equilibrium 
it on a multilateral trade basis. Mr. Arndt believes that the eco- 
{vantages of the optimum division of labor may have to be weighed 
nst the social and economic disadvantages of international instability. 
is we may have to effect a compromise between the need for change and 
istment and the desirability of reducing to the minimum that instability 
e market mechanism which exacted a terrible price in terms of social 
ind economic loss during the inter-war period. 
ALVIN H. HANSEN 
larvard University 


France devant la Reconstruction Economique. By RoBeRT Moss£. (New 
York: Brentano’s. 1945. Pp. 113. $1.00.) 


s essay is an interesting, if impressionistic, sketch of the French econ- 
before the war and of the outlook for the future as it appeared in Oc- 
r 1944 in the first flush of liberation. Although intended for popular con- 
n, it is nevertheless well disciplined and fairly comprehensive and 
the author’s background as a professor of economics in both France 

» United States and as an economic adviser in various French minis- 


‘i. Mossé’s picture of the pre-war French economy and its present pros- 


ts is characterized by an emphasis on certain intangible qualities, in 


me of which he sees a measure of compensation for the more conventional 


tative standards of successful economic activity, according to which 
e must accept a modest rank behind the great powers. Among the 
erits of the pre-war French economy he lists the qualities of “‘moder- 
small-scale enterprise in both agriculture and industry, suspicion of 
grandiose); ‘‘harmony” (balance between industry and agriculture, 
ce of single-crop farming, relative abundance of many important raw 


iterials), and a rather mysterious efficience, which would appear to be 


haracteristic Gallic aptitude for drawing a high degree of comfort and 


itisfaction from a relatively low standard of living combined with consider- 


eisure. The author’s description of the capacity of the French to enjoy 


e simple pleasures of the poor may be of some interest as a footnote to the 


ture on the pitfalls of international comparisons of national income, 

has somewhat the air of certain American magazine articles in the 
1930's which sought to prove by eye-witness accounts the deep satis- 
nm which could be derived from the simple life enforced by the depres- 


ntrasting pre-war France with other countries M. Mossé uses a 
eeping brush, although several of his observations are penetrating. 
sees France as having escaped the vicissitudes of Germany’s hyperin- 


; 


‘ter World War I and having avoided the latter’s mass unemploy- 
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ment and excessive industrialization. Unlike the United Kingdom, Frang: 
avoided an excessive dependence on imports, striking inequality of incomes 
and vast distressed areas. Lacking the grand scale of the United States ang 
the Soviet Union it steered clear of the extremes of prosperity and depres. 
sion, the monotony of specialization, and the social insecurity of the forme 
while preserving a sounder evaluation of the present against the future 
than was possible under the forced pace of industrialization in the latter 
Contrasted with Spain and Italy, pre-war France strikes M. Mossé as , 
land of prosperous peasantry, its center of gravity in a well-established 
middle class, moving slowly but steadily in the direction of higher levels o; sim 
prosperity and industrial development. This rather rosy picture glosses over 
some of the difficulties resulting from the losses of foreign assets after the 
last war, the problems attendant on the devaluation of the franc, and the 
heavy burden on the economy of the military expenditures during the thir. 
ties. 

The major defect counterbalancing France’s pre-war economic virtues 
was, in M. Mossé’s view, an almost Mohammedan spirit of resignation er- 
pressing itself in a fear of economically sound large-scale enterprise, either 
public or private, an aversion to innovations, and a bias against technology 
While there is no attempt to explain “why France fell” in either economi 
or other terms, it is evident that this appraisal is intended to account for 
more than the merely economic difficulties of pre-war France. It would be 
interesting to have a more thoroughgoing examination of the economi 
manifestations of this attitude of resignation than is given in the limited 
compass of this essay. In the material recently released by the French 
government in connection with its application for a loan from the United 
States we have, however, several illustrations of the lagging efficiency of the 
French economy, which on this analysis would be attributable in large meas- 
ure to the deep-rooted lack of enterprise of the French businessman, which 
was in no way compensated by the élan of the civil service. For example, the 
productivity of industrial labor in the United States increased by 330 per 
cent in the period 1900-1938 while in France the increase is estimated to 
have been only 130 per cent. The price of “‘moderation,” “harmony,” and 
efficience was apparently paid in low productivity and low incomes. 

M. Mossé’s account of the outlook for the future is naturally conditioned 
by his appraisal of the impact of the German occupation. The developments 
of the past year and a half would appear to confirm his judgment that the 
main French problem lies in the field of long-range reconstruction rather 
than in the immediate crisis of relief and rehabilitation faced by the cour- 
ries of eastern and southern Europe. This question M. Mossé discusses 
largely in psychological terms rather than in concrete economic proposa!s 
Although it is difficult at times to know whether he is describing the situa- 
tion as it is or as he would like it to be, he credits the collapse of France an¢ 
the German occupation with having administered a sort of shock treatment 
which will break the bonds of stagnation as far as the reactionary attitudes 
toward technology and economic experimentation are concerned. 


Dre 
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‘1 the direction which French economic policy will take, M. Mossé’s 
idgm nts are cautious and moderate. In fact he inclines to the view that 
‘he restraints of war-time and the occupation may produce a strong reac- 
‘on against collectivism. It is premature to pass judgment on this appraisal, 
but there are some indications in the recent nationalization of gas, electric- 
‘y. insurance, and part of the banking system that the war has done more 
han create an aversion to direct governmental participation in economic 
Generally, M. Mossé’s views on economic and social policy are not dis- 
ila r from those associated in this country with the name of Professor 
Hansen, and the influence of recent Anglo-American thinking is evident in 
his recommendation of a national production budget, to be sustained by 
ppropriate fiscal measures, and a mixed economy with adequate consider- 
n for the political virtues of private enterprise. His judgment that “for 
moment liberty has an incontestable priority in the preoccupations of 
e French over social justice” (p. 103) is an interesting commentary from 
meone described in the preface as an “economist of the left.”” And he adds 
refreshing note of realism to the discussion of whether France is “going 
” in observing that it is difficult to imagine French farmers organized 

into collectives in the Russian fashion. 
[he current preoccupation of the French government with a loan from the 
‘nited States and the ambitious plans of industrial development associated 
th the name of M. Monnet are not reflected to any extent in this book 
ilthough they might be taken as evidence that, after a belated start, the 
ject of the shock treatment is beginning to appear. There is mention of 
necessity of raising the productivity of French industry and of doing 
y with agricultural protectionism, particularly in the case of wheat. 
he crucial question of how far France should go in the direction of 
lustrial development and the implications of the answer for the political as 
well as the economic life of the country are not developed. If the present 
s are pushed, the industrialization of France will necessarily change the 
lance between industry and agriculture, involving a greater dependence 
mports and presumably some loss of the qualitative virtues which M. 
Mossé values highly. The question of how far in this direction France can 
tably go is, of course, bound up with political and economic develop- 


ments beyond her control, and it is not surprising that this book does not 
provide a definite answer. 


One minor but significant recommendation that M. Mossé makes is for the 
mprovement of French economic statistics and the development of com- 
rehensive economic analyses to furnish the basis for effective govern- 
enta!] 


| policies. The development of national income and related statistics 
n France has been long overdue and it is only to be regretted that it may 


dave required a national disaster to stimulate action to produce them. 


WALTER A. CHUDSON 
ith 
"Washington, 
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Statistical Methods; Econometrics; Economic Mathematics; 
Accounting 


The Fundamentals of Accounting. By DONALD H. MACKENzzIr. (New York 
Macmillan. 1946. Pp. 683. $4.00.) 


Many instructors of accounting have in recent years either watched o, 
taken an active part in the formulation and presentation of accounting 
principles. Scores of articles have appeared in the accounting journals an¢ 
noteworthy contributions have come from the releases of the Executive 
Committee of the American Accounting Association, the American Ip. 
stitute of Accountants’ committee on accounting procedure and the 
Securities and Exchange Commission. It must be assumed that these ar. 
counting instructors have hoped that the new textbooks would present 
materials which would enable accounting students to reap the benefits sow: 
by these valuable contributions to accounting thought. As one reads th 
preface of Mr. Mackenzie’s new book, he is led to believe that his hopes hay 
been realized. 

The author states in his preface: ““The development of the fundamentals 
of accounting as presented in this volume follows the philosophy of th 
Executive Committee of the American Accounting Association.” He adds 
“The subject is developed from defined concepts of cost and revenues . 
From these concepts the profit and loss statement and the balance sheet ar 
developed. This means that the fundamentals of accounting are not d 
veloped from the balance sheet and the balance sheet equation as is usua 
the case.” 

Emphasis on costs and revenues and the matching of costs against 
revenues to determine profit is indeed in keeping with modern accounting 
thought. The American Accounting Association’s monograph An I[ntrodu 
tion to Corporate Accounting Standards by W. A. Paton and A. C. Littleto 
stressed this aspect of accounting. Textbooks in the past have largely 
scured this aspect by the stress given to the technical phases of statement 
preparation. In reality, the emphasizing of costs and revenues is an ei- 
phasizing of the periodic aspects of accounting, i.e., the determination oi 
revenue for a particular segment of the life span of a business, the determine 
tion of the costs expired in obtaining this revenue, and the determination 0! 
those costs to be carried over and applied against revenues of future per! 
Accounting statements are the products of this periodic aspect of accounting 
and if it were not for the fact that the life span of a business enterprise is cut 
up into these accounting periods, accounting problems would be great 
minimized. Students of accounting must be made aware of this fact if tht 
are to appreciate the problems faced by accountants. The use of the 
and revenue approach may accomplish this purpose. 

Mr. Mackenzie, however, is hardly convincing when he states t 
‘under the cost and revenue approach, the equation and double entry b 
keeping become incidental to the fundamentals of accounting.” It is difii 
to get around the fact that expense and revenue accounts are derived !r 
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ve of assets. It cannot be denied that revenue is measured by 
ved while expenses are measured by assets expired. In fact, Mr. 
puts it this way: ‘“‘Thus, the revenue accounts show the amount 
assets are increased as a result of revenue transactions, and the expense 
nts show the amount the assets are reduced because of these transac- 
page 68). And again (page 124), “Asa result of revenue transactions 
re acquired, but other assets are expended. If the assets received are 
in those expended, a profit is made; if they are less, a loss is in- 
’ This would indicate that the author, too, believes that the under- 
divisions of accounting data are still assets and equities. As further 
f this belief, use of the conventional balance sheet approach is 
| only one chapter. The usual introductory chapter on The Nature 
ing is followed by a chapter on Revenues, Expenses, Profits, and 
mes the traditional chapter on The Balance Sheet. This in turn is 
| by rather standardized chapters dealing with the development of 
louble entry system and the various bookkeeping techniques and 
bove comments should not be construed so much as a criticism as to 
t that in the main the author has not made a radical departure from 
established practice in presenting the basic subject matter of accounting. He 
| be commended, however, for the serious effort he has made to present 
ontroversial subjects. Such topics as inventory valuation, treat- 
f bad debts, purchase discounts, etc., are not lightly brushed aside 
ire given a fair and comprehensive treatment. The chapters dealing 
iccounting are particularly comprehensive and discussions of such 
rtant matters as fixed and variable costs, increment and decrement 
t-of-pocket costs, price policies, etc., are included. 
ingement of the text is such that it is readily adaptable to either 
ir two-semester introductory accounting course or the one- 
survey course offered by some universities. The material is so 
| that the instructor may emphasize the theoretical, managerial or 
kkeeping features of accounting. Each chapter is followed by ample and 
‘chosen questions and problems for class discussion as well as numerous 
blems for home or laboratory work. The data for four practice sets are 
ided at the end of the text and ruled forms are available for the student’s 
venience in handling the laboratory problems. 
is reviewer Mr. Mackenzie’s book is a significant addition to the 
ny textbooks available to instructors in elementary accounting. He has 
nstrated in a thoroughly understandable style that he is aware of the 
t developments in his field and has presentéd a book which will provide 
tudents not only with a knowledge of accounting techniques but an under- 
nding of the uses and limitations of accounting data. 
Rurus WIxon 
versily of Michigan 


ail 
"EMBED 104 | 
CS; 

Vorr. | 

| 

| 


682 THE AMERICAN ECONOMIC REVIEW [SEPTEMpE; 


National Income and Product; Income Distribution; 
Consumption Statistics 


Income from Independent Professional Practice. By MILTON FriepMan » 
StmoN Kuznets. (New York: Nat. Bur. of Econ. Research. 1945. Pp 
xxxiii, 599. $4.50) 

This volume scores well within the pattern of National Bureau product: 

Like others, it is nicely executed and done by competent collaborators, [; 

like certain others, however, it bulges with analytic discourse and quanti- 

tative content in appraisal of institutional settings and derived statistics 

Due to want of basic data, the authors center attention upon the income 

of five professional practitioner groups — physicians, dentists, lawyers, ar. 

countants, and engineers — and even specialize in the incomes of the firs 
two. They thus secure a freedom of deployment that permits of intensiy: 
application of the tools of economic theory, econometrics and statistic 
methodology in rather amazing degree. The outcome abounds with neat ex- 
cursions in methodological technique. But more important, the volume als 
becomes a penetrating review of factors influencing practitioner earning 
so that it merits serious attention from all persons who seek facts regarding 
these incomes. 

Allusion to contents suggests the range of interest. The five professions 

are first considered with note taken, among other things, of the number i 

each calling and the extent of independent practice, the nature and customs 

of professional schools and licensing authorities, and the comparative suc: 

cess of persons seeking to qualify for practice. Available sample data on 11 

comes are then scrutinized; this is followed by quantitative compariso 

incomes in the professions with other incomes and by detailed study of 
eral income characteristics of each of the practitioner groups. Finally comes 
analysis of the apparent influence of location—geographical and communit) 
size—and of other factors such as years of training and of practice, spe- 
cialization in practice, and form of practice, whether sole proprietorship or 
partnership. The development concludes with a review of changes in incom 
over time. It deals first with continuity in the relative income position 

the individual practitioner, based in part upon an attempted isolation 0 

transient as opposed to permanent influences, and second with a revier 

of movements over time in incomes realized by practitioners. Appendeé 
are a critical discussion of the reliability of the sample income distribv- 
tions and a section giving in full the basic data and derived statistical co! 
stants. 

This reviewer is not inclined to attempt adverse criticism despite definite 
reservations regarding the failure to incorporate more recent data and th 
sheer length of a volume that is spun from so limited a central subject mat 

ter. Such comments would derive mainly from individual preference. 1! 

reader no doubt will wish to reflect for himself upon a number of factual nug: 

gets. One may be the tentative seventeen per cent figure for the excess ™ 
physicians’ over dentists’ incomes that time and costs of training seem ‘ 
warrant; another, the contrasting finding that physicians’ incomes hav¢ 
averaged nearly one-third more than dentists. The differential pattems 
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cians’ incomes as analyzed by years in practice, extent of spe- 
_and size of community also merit reflection. 


DwicHt B. YNTEMA 
AN a 
45. Py 


oducts Business Cycles and Fluctuations 
rs. Ur 


oo The National Debt and Our Future: A Look Ahead on the Chase-Hansen- 
_— Berle Superhighway to Deficit Spending Prosperity. By ELTON Ray- 
. ive “onD SHAW. (Washington: Shaw Publishing Co. 1946. Pp. 189. $2.50; 


paper, $1.50.) 


National Debt and Our Future by Elton Raymond Shaw presents an 


problem to the reviewer. The book is intended to be an argument 
ir terms against the various proposals for deficit spending as an ele- 


lepend upon one’s opinion with reference to the economic programs de- 
y or not, from Keynesian analysis. My own belief is that the 
pt of stagnation and oversavings have been so overemphasized as to 
ert attention from equally or more important problems and to mislead 
c opinion towards a belief that a simple panacea for our difficulties may 
| in legislation, as in the Employment Act of 1946. Accordingly, I 
onsiderable sympathy with what I believe to be the purpose of 
§ book. 
ithor, however, admits of no modifications of traditional dogmas 
g annual budget balancing and rapid debt reduction. In his attacks 
eeds by assertion, oversimplification, and not infrequently by per- 
ridicule. In this, his book is no more subject to criticism than many of 
iblications of the spending enthusiasts. Fer example, he quotes and 
ses on page 24 a memorandum by Stuart Chase to the staff of the 
\.E.C. in which Chase suggests a technique in the selection of words to 
ribe government spending which, in the opinion of an outside critic, 
| have the effect of confusing if not misleading the uninitiated. But 
’s book proceeds along the same lines, though perhaps less subtly. The 
loes not advance the discussion of any policy on its merits, nor does 
clear thinking. The substance of the author’s economics is obscured 
is attempt to secure rejection of the spending doctrine by establishing 
neral attitude and point of view in the reader’s mind. 
Unless careful analysis and balanced judgments are no longer appropriate 
pular discussions (and perhaps they have become obsolete), one will 
ch a book as Economic Stagnation or Progress, by E. W. Swanson 
Schmidt, which is also written as a popular refutation of the Keynes 
C as developed in this country, but proceeds with an ‘entirely 
ferent tone and approach. We can only hope that such a volume as the 
sutstandingly fine symposium Financing American Prosperity, edited by 
‘oman and Machlup, is not above the level of the informed general reader. 
(hough attention is particularly directed to the dangers of debt expansion 


n fiscal policy. One’s views on the validity of the author’s objective 
nt 
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along traditional lines, Shaw also attacks the mature economy and exces. 
savings doctrines which lie back of the proposals for government spending 
He makes use of much recent literature in frequent quotations. He als, 
effectively uses many of the more extreme statements of the Keynesian 
group, especially on the burdenless nature of a domestic debt. 

An appendix reprints the bulletin by Dr. L. Albert Hahn published }y 
the Chamber of Commerce of the United States. This is on a plane so di. 
ferent from the body of the book that it is hard to understand why the ty 
were brought together. In brief, Hahn cites his own earlier advocacy oj 
“eternal prosperity through monetary and credit manipulation” (p. 157 
as evidence that he cannot be accused of exaggerated orthodoxy. Since the 
publication of his Volkswirtschaftliche Theorie des Bankkredits in 1920, hovw- 
ever, he has increasingly turned to what he calls the “classic theory of unen- 
ployment.” This theory attributes unemployment to wage rates so high 
to prevent full absorption of all available labor. His observations on Con- 
tinental European developments after 1927, particularly in Germany, have 
played a large part in his present thinking. 

Dr. Hahn refers to what he considers the ‘“‘paradoxical idea that employ- 
ment is more or less a function of cost of capital rather than of labor” (p. 171 
This in turn rests upon the overemphasis on savings and their use, whic! 
leads to what he calls a policy of increasing money wages even at the er 
pense of real wages. Hahn believes that Keynes’s argument rests on an as- 
sumption that labor is more concerned with money than real wages and that 
price increases can restore an underlying balance in wage costs. While agree- 
ing with the fact of wage rigidity on the downwards side, Hahn stresses their 
flexibility upwards and then concludes that “every reflation would thus lead 
to a new wage increase and every new wage increase to new deficit spending 
(p. 178). His view is summarized in the statement that “the idea that not 
wages but interest rates, and these alone, have to be lowered to incite ful 
employment, has proven to be an illusion...” (p. 178). 

The denial by Hahn of the possibility of inadequate investments does not 
appear to the reviewer to be adequate (p. 175). In this respect his analysis 
seems deficient. However, his emphasis on the importance of wage rates 
both nominal and real, is particularly appropriate at the present time whet 
the alleged general need for maintaining consumption spending has been 
misused as a basis for wage increases which in turn have accentuated the 
wage-cost-price spiral. 


1S 


Dan T. SMITE 
Harvard University 


Public Finance; Fiscal Policy; Taxation 


Postwar Taxation and Economic Progress. By HAROLD M. Groves. (New Yo 
and London: McGraw-Hill. 1946. Pp. xiv, 432. $4.50.) 


The relationship of this thoughtful and elaborate study to Professot 
Groves’s earlier book on Production, Jobs and Taxes (1944) is similar to tha 
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‘ matrimony to betrothal. Tentative and provisional plans are relinquished. 
n irrevocable choice is made. The stage is set for a permanent structure. 
In view of the expert knowledge of the author and his association with the 
ttee for Economic Development, his tax program deserves both 
ind political attention. 
the book covers a narrower subject than could be expected from its 
ire missing a full discussion of the impact of the volume of taxation 
mic progress, of the place of taxation in various alternative budgets, 
tion to public spending and to debt management and of its general 
as a contractive and an expansionary force and as an economic 
other words the role of taxation in postwar fiscal policies. 
in the second to the last chapter of the book, the author turns to 
icy and the Functioning of the Economy in the Postwar Period, 
ith it as an appendix rather than as a necessary foundation of his 
[his attitude cannot be fully explained by the fact that, following 
arch program of the C.E.D., fiscal-monetary policy was to be dis- 
another forthcoming report. In spite of this division of labor, 
program could have been based on general fiscal considerations. 
parently, Professor Groves prefers a more specific approach. To him, the 
imary obstacle to post-war economic progress is the lack of integration 
tween federal corporate and personal income taxes. He thus advocates a 
reorientation in this field. Almost two-thirds of the book are devoted 
xploration of necessary changes in direct business taxes and in the 
income tax. 
ix program is not new. It is linked with the best fiscal traditions of 
free enterprise system. Since his main concern is with “the selection of 
measures that will least impede production” (p. 349), he is bound to op- 
onsiderable duplication in taxing business income. In the interest 
progress, the corporate tax is to be deémphasized or abandoned. 
the other side, the author does not like to run the risk of an un- 
peacetime budget, other elements of the tax system are to be 
‘ned. Since Groves shares the traditional predilection of numer- 
lassical writers for the personal income tax, it is logical to ad- 
te its extension and intensification. Although death taxes represent 
nexhausted tax reserve of the Treasury, they are only his second 


CXCeSs. 


possibilities are briefly examined and, in general, strongly opposed. 
tion taxes and sales taxes can be reconciled neither with the goal 
onsumption economy nor with the need for tax-consciousness. 
s verdict hardly provides for extenuating circumstances. Even dur- 
st century when capital was at a premium and the citizen was not 
ious of his political responsibilities, federal consumption taxes 
“tolerable.” “They are less appropriate today and will become 
ppropriate as time goes on” (p. 295). 

concentrate on the arguments in favor of a deémphasis or an aban- 
t of the corporate tax. The reader may feel surprised that such an 
in tax policies is recommended without previous clarification of 
tion, namely, what social groups, at present, bear the burden of 
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the corporate tax. Although the book abounds with references to shiftin, 
and incidence of the corporate tax, Groves frankly admits that his analysi 
does not arrive at any conclusion concerning its ultimate economic effect; 
Whether, therefore, the final result of the suggested change would be a shi 
in the tax load from rich to poor or vice versa “cannot be definitely ascer. 
tained.”’ The following argument is characteristic of the experimental chy. 
acter of the program. ‘‘Much depends on assumptions as to the incidence ¢j 
the corporate tax. On the theory that this tax is borne largely by stockholder, 
the recommendations might mean some shift of relative tax burdens from 
the top to lower levels of income. If the corporate tax falls heaviest on cop. 
sumers and wage earners, the opposite conclusion would seem moreplausible 
On the former assumption, the retention of a moderate independent busines 
levy would make a net downward shift less likely. For political and fisca! 
reasons such tax is very likely to be retained” (p. 185). 

Is it permissible to endorse a decisive change in the American tax struc. 
ture while being in the dark concerning its economic effects? It seems to m 
that our answer can be in the affirmative only if any of the three possible 
incidences of the corporate tax, namely on stockholders, consumers, or work- 
kers, is to be considered as less desirable than an intensification of the per- 
sonal income tax: (1) the absorption by stockholders because of its greater 
deterrent effect on risk-taking; (2) the forward shifting to consumers be- 
cause of its interference with a high level of consumption; and (3) the back- 
ward shifting to workers because of its regressive effect. Without an evalu- 
tion along these lines the resolution to abandon the corporate tax would 
appear premature. 

As long as the controversy concerning the final burden of the corporate 
tax cannot be settled, some other propositions also are open to objection 

If ‘‘the incidence of the tax is uncertain but in all probability it is divided 
among stockholders, wage earners, and consumers’”’ (p. 72. See also pp. 28 
36, 66, 109, 110), the present set-up may still be criticized for duplication 
In so far as one fraction of the corporate tax would be absorbed by the stoci- 
holders, risk-taking capital would be discouraged and a special penalty im- 
posed ‘‘at a particularly strategic spot in the economic process” (p. 31). The 
magnitude of this fraction, however, and consequently of the penalty im 
posed on investment cannot be ascertained. I do not think that the autho 
should have tried to support his case against the corporate tax by submit 
ting a calculation of this penalty based on the unproved assumption that te 
entire burden of the corporate tax rests with the stockholders (see Table], 
p. 30). 

The attack on the corporate tax from the viewpoint of corporation finance 
is questionable. If the stockholders participate, to an indefinite extent, 
the final burden, it is hard to see why the discrimination between bond 4 
stock financing ought to be “substantial” in this case. Groves bases his arg 
ment on an assumption he generally denies: “A dollar of income earmarket 
for the bondholder is paid to him in full, but the profit dollar earmarked i! 
the stockholder is, in effect, cut to only sixty cents. This encourage 
corporations to issue bonds instead of stock.” It seems to me that, by follow 
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og the general trend of the author’s analysis, the “unfortunate influence 

on corpors ate and individual decisions” (p. 31) could be evidenced only by 

ntants and other experts in corporation finance. 

" pao elements in Groves’s tax program run more along the customary 
lines of thought. Following a careful appraisal of the treatment of undistri- 
buted earnings in the United States and Great Britain, he advocates a low- 
bracket personal rate to undistributed corporate income. The repeal of the 
wartime and declared-value excess-profit taxes by the Revenue Act of 1945 
confirms his earlier written recommendation to reserve this unusual meas- 
ure for war application only. His opinion that the peacetime employment 
of the excess-profits tax would endanger risk enterprise and business eff- 
ciency has been widely accepted. His suggestion of foregoing the use of a cor- 

rate levy as a tool against monopoly is less convincing. His dislike of such 
) . policy is based on three grounds: (1) it is uneconomic to single out effi- 

ciency and risk for special taxation; (2) in the absence of price controls, an 
eXCess- profits tax may miss its target by being passed on, at least to some ex- 
ent, in high prices; (3) if monopoly profits should be taxed at all, a personal 
tax would be far more effective than a corporate tax. The validity of all 
three arguments is open to question. While leaving this matter for discussion 
elsewhere, it must be emphasized that the cautious attitude of the author as 


| far as tax measures are concerned does not imply any relaxation in his op- 


position to monopoly. In political terms, he wishes to shift responsibility 
m the Treasury to the Department of Justice, to the Federal Trade Com- 
ssion or to OPA (if this agency should still exist): ‘‘The thing to do is to 
restore competition or to regulate prices” (p. 80). 
These critical observations are not intended to detract from the value of 


; an unusually comprehensive study. Groves’s mastery in both the general and 


the technical tax field renders the book an ideal introduction into current 
discussions. His gift for organizing an almost unlimited amount of facts and 
ugures deserves high praise. The study should be widely consulted by the 


| many tax lawyers, tax accountants, fiscal scientists and economists who, in 


an era of fast progressing tax specialization, cannot afford to go back to all 
the primary sources. Even opponents of his tax program will welcome the 


Succcinctness of his arguments. 


| Fritz CARL MANN 
The American University 


Guideposts to a Free Economy. By Harxey L. Lutz. (New York: McGraw- 
Hill. 1945. Pp. ix, 206. $2.00.) 


: Tax Program for a Solvent America. By the Committee on Postwar Tax 


Policy; Harley L. Lutz, Director of Research. (New York: Ronald 
Press. 1945. Pp. x, 278. $3.00.) 


he first of these two books on post-war taxation and fiscal policy com- 


§ Ptises a series of short essays, many of which first appeared in The Tax Re- 
| “ew, a Tax Foundation publication. The series begins with a comment on 


‘hé national income in relation to employment; proceeds to consider the in- 


1946 | 
| 
| 
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cidence of business taxes, theories of tax distribution (progressive taxation 
and the sales tax; then concludes with treatment of the social security sys. 
tem, national planning, and other aspects of fiscal policy. 

The author’s viewpoint is suggested in the following propositions: Rigi 
wages and progressive taxation are the principal causes of mass unemploy- 
ment. ‘‘The cases of monopoly are so rare as to be the extreme exception 
rather than the rule.” ‘Progressive taxation is the most effective Possible 
way of softening the enterprise system before moving in to take it over int 
a collectivist regime.” The most efficacious means of taxing small incomes 
is the retail sales tax. ‘‘It requires a very low estimate of the intelligence of 
the people to assume that they would go on saving indefinitely” after the 
possibilities of profitable investment had been saturated. Economic plan- 
ning is ‘‘a short cut toserfdom.” ‘Functional finance” is “not shocking” but 
“‘merely funny’’;its error lies in the assumption that changes in the money 
supply will suffice to determine purchasing power, ignoring the counter. 
balancing factor of turnover. A simple recipe for prosperity is: “If you want 
to make a dollar by any honest means you are free to try, and if you succeed 
you may keep it.” 

The essays are a succinct, vigorous, and interesting statement of 
viewpoint of so-called ‘sound finance.” They would have been more per 
suasive, in the reviewer’s opinion, if they had shown some awareness oi | 
abuses of the ‘“‘enterprise system,”’ and if they had not allowed so many 
half-truths to go unqualified. Nevertheless, a new brief for what was once at 
least the orthodox view of economics, including a defense against its Keyne- 
sian attackers, is definitely useful. 

The second book submits a post-war tax plan devised by a committee 
which Professor Lutz was director of research. As to broad fiscal policy, th 
report recommends an annually balanced budget, regular retirement 
debt, conservative public expenditures, and a diversified tax system. Balanc- 
ing the budget over the business cycle, with surpluses from the good ye 
offsetting deficits from the bad, is rejected as the high road to “creeping i1- 
flation.’’ The possibility that unemployment might be caused by oversaving 
is ignored. All will be well if enough incentive is allowed the risk-taker anda 
high level of business confidence is maintained. 

As to specific tax measures, the personal income tax with a broad 
and high standard rate should be the principal reliance. Corporations should 
be taxed at the standard rates applicable to individuals, and a credit should 
be provided to prevent the double taxation of equity earnings. A carry-over 
of business losses and more freedom in deducting depreciation should be 4: 
lowed. 

Less generally acceptable will be the view that undistributed proits 
should not be specially taxed, particularly if present treatment of capita! 
gains is to continue as recommended. The committee makes no suggestions 
regarding tax-exempt securities and allows present abuse of joint and 
separate returns to go unchallenged; these are considered minor issues 
A broad system of federal excises is advocated for diversification, with a! 
eral retail sales tax held in reserve should it prove fiscally necessary. Mo 
doubtful of all is the recommendation that the death tax be surrenderet 


hace 
is 
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‘he federal government to the states where interstate competition can 
pon to protect the wealthy. (To say the least, this hardly seems 
to preserve “the vigor and vitality of the nation’s economic 


e supporting arguments for the above and other recommendations in- 

ta comparing British and American sources of revenue and con- 

g sources of equity capital. Yield estimates of various combinations of 

various assumptions as to the national income are provided. The 

ve work appears to be carefully done, though the explanation of 

echniques is somewhat sketchy. Sections on federal tax administration and 

ederal-state fiscal relations are also presented. The report is well written and 
reas ned. 

out any differences in economic opinion arise from different interpretations 

ney four recent experiences in the ’twenties and ’thirties. Neither experience 

ind wise policy requires avoidance of the errors of both. In the 

; judgment, these books would return us to the hard trail we start- 


Harotp M. GROVES 
University of Wisconsin 


Money and Banking; Short-Term Credit 


nk of England: A History. By Str JoHN CLAPHAM. (Cambridge and 
New York: Cambridge Univ. Press and Macmillan. 1945. Two vols. 
Pp. x, 305; vi, 460. $7.50.) 


Sir John Clapham wisely says, “a banking system is so closely associat- 

t what is almost the oldest and the most jealously guarded func- 

e state, the issue of money, that governments can seldom afford to 

t entirely unlicensed and uncontrolled.” This fact is most notably 

entral bank. Such institutions are essentially monetary agencies, 

identally and secondarily banks. 

e inevitably close association between a central bank and the govern- 

tisamply demonstrated in Sir John’s The Bank of England. Not only 

Bank born of the government’s need for funds, but throughout its 

t has continued to provide loans to the state; and when monetary 

ties have arisen, the Bank has invariably consulted with and been 

ed by the government. At times the Bank has demurred to governmen- 

demands, but seldom with success, and then only with respect to minor 

(he Prime Minister, Lord North, as early as 1781 described the 

nk as “from long habit and usage of many years... a part of the consti- 

In 1797 the Bank took Exchequer Bills, with a “gentleman’s 

ling’ that they would not be thrown on the market and thus 

to a discount. During January, 1846, the Governor of the Bank was 

ri <eeping the Chancellor of the Exchequer informed every few days. In 1857 

fost bree the Deputy Governor then in charge of the Bank, “‘was getting the 

‘ews trom New York, and he was in daily touch with Sir George Corne- 
‘Lewis, Chancellor of the Exchequer.” 


19; 
SCC 
| 
| 
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Since a central bank is a monetary agency, our chief interest in the devel. 
opment of the Bank of England must lie in the monetary policies it has {0}. 
lowed, and in its failure ever to evolve a consistent rule of action beyond 
that, apparently, of protecting its own reserves. In spite of the very welcom: 
and imposing study that Sir John has presented, economists will feel some 
measure of disappointment, because information in regard to the policy of 
the Bank is meager. Perhaps this result should have been expected. The 
directors of the Bank have heen men whose time and energies were taken | up 
largely with their own affairs—Henry Thorntons and David Ricardos are 
rare among men of business. In any case, one is impressed with the sketchy 
character of the information on matters of policy that is revealed by the rec- 
ords of the Bank. 

Typically, the record consists of a bald statement that a given action was 
taken. Thus, when the action of the Court in 1819 denying that the Bank 
could, by reducing its issues, cause the exchanges to become favorable was 
reversed in 1827, the later action was recorded in a marginal note to the 
earlier action—“rescinded, 6th December, 1827.” Sir John writes that in 
1907 the Court, as usual, ‘recorded no motives for its minutes.” Such facts 
are meagre data for the reconstruction of the policy of the Bank. 

The Bank, however, consistently came to the aid of the market in time of 
crisis; but whether this was a matter of a definitely formulated policy, or 
of opportunistic response to bleak necessity, is not made entirely clear. One 
infers that without much doubt it was the latter. ‘“‘ The year 1763 was one of 
international crisis and the Bank was doing its utmost to give help by 
free discounting.” ‘“‘We do know that the Bank was discounting liberally nies; 
in June [1772], especially just after the crisis.”” “Lancelot Holland the 
Governor and Newman Hunt his Deputy reported that they had lent thi 
in 1866 an ‘unprecedent sum’ of upwards of four millions sterling t 
bankers, billbrokers and merchants, upon government stock and bills of 
exchange.” 

On occasions the Bank attempted to prepare for anticipated trouble. Sir 
John relates that “early in 1783 it limited the note issue by curtailing dis- 
counts.”’ And again: “All through the year [1796] the Bank had been limit: 
ing its discounts with a view to reducing its note issue and lessening the risks 
of an internal drain. The policy would also tend, by its restrictive influence 
on the home price level, to help the restoration of the exchanges; but 
it is not certain that this was an object deliberately aimed at.” Sir ~ 
might safely have written, I believe, that there is little probability that “tis 
was an object deliberately aimed at.’ 

In later years, more particularly after 1844, the anticipatory action of the 
Bank was largely reflected in its rate policy. Prior to the passage of Pee!’ 
Act, there was little attempt to use Bank rate as an instrument of contro | 
There were but five changes in the discount rate on inland bills during the | 
whole history of the Bank before 1822. The rate was five per cent throug! bills 
out the period of the restriction. The first attempt (with the possible excep’ T 
tion of 1822) of the Bank to use its discount rate for purposes of conti 
came during the crisis of 1825, when in December the rate was raised from 
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our to five per cent. The application of the usury law to three months’ bills 
-s repealed in 1833, and thereafter Bank rate was changed more frequently 
though there were nevertheless five years from 1834 to 1844 inclusive in 
«hich no changes took place. Since the passage of Peel’s Act, resort to rate 
vears, 1851 and 1895, in which no change took place. 

[he pattern of rate policy since 1844 is fairly clear. When the Bank an- 
‘icipated trouble it raised the rate, and during crises it invariably took the 
«me action. Nevertherless, what theoretical defense the Bank may have 
had for this action Sir John has not told us, presumably because the records 
the Bank had no disclosures to make on this subject. We infer both from 
the action of the Bank itself and from the literature of the period (by which 
the directors must have been influenced in some measure) that the chief 
im, probably the sole aim, of rate manipulation was that of protecting the 
reserves of the Bank. Bagehot could hardly have extended his criticisms to 
include the actions of the Bank during crises. After 1844 it raised its rate 
but expanded the volume of its discounts at such times, which is precisely 
the action that Bagehot thought proper for a central bank. 

lhrough the years the Bank engaged in a great variety of operations, many 
{which reflect a wide departure from those supposedly “‘sound”’ principles 
{banking so much extolled from Adam Smith to H. Parker Willis. In this 
ference of opinion I must take the side of the Bank. At times the Bank 
has loaned on mortgages—especially in 1824. It has made advances to the 
ty of London and to metropolitan authorities; to municipalities; to colo- 
nies; to various other public authorities—and for “permanent” improve- 
ments; but, most dreadful of all, to stock-exchange customers. Besides all 
this there has been the debt of the government to the Bank and the discounts 
nd advances. In addition it ‘‘issued” and ‘“‘managed”’ the debt of the Brit- 
ish government and of other public agencies. 

In 1850 the request of the secretary of the General Board of Health for a 
ng-term loan for sanitary improvements was rejected, partly on the ground 
that “loans were usually only for ten or twenty years, and repayable by an- 
al installments.” ““‘The Bank of 1880 was once called ‘an investment 
bank,’ because of its tiny portfolio of bills and its great holding of other 
securities.” Advances to stock exchange firms “for the account” became an 
mportant source of revenue during the 1890’s and were approved by the 
‘ourt in 1900. Later, however, some of the officials wondered about this, 
out not for reasons that would have met the approval of those misguided 
economists who hold that only short-term commercial loans are appropriate 
‘or a bank—central or not. They felt that it was not proper for the Bank to 
ompete in this manner with the London bankers when funds were plentiful. 
Nevertheless, such loans continued to be a steady source of revenue down to 
1914. Throughout its history, however, the Bank has of course discounted 
vlls and made short-term loans, although in widely varying amounts. 
Chere are occasional references which reflect an indefensible attitude by 
‘ne Bank on the subject of liquidity, and Sir John himself seems to have 
‘aken the same position. He implies approval of some short-dated tallies 
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and orders held by the Bank on November 10, 1696, on the ground that the, 
were “payable within the year and so reasonably liquid.” “There had bee 
fin 1825-26] every need for liquidity: the bank would no doubt haye 
been quick to turn its mortgages into cash, had that been a possible 
course.” The Bank officials were confident in 1847, inasmuch as “fo, 
each of the two coming weeks they have a million and a half ‘going off sterli 
—good paper that will bring in cash.” “Semi-permanent” stock-exchang 
loans (as opposed to “liquid” loans ‘for the account”) in the 1890's are ] 
condemned. Apparently the condemnation comes from both the Bank and critic 
Sir John. Seemingly one of the hardest of all lessons for central bankers t; 
learn is that the only asset which is liquid for them in a crisis is cash. 

The Bank’s attitude toward a “Chancellor’s letter” suspending the Act of 
1844 in crises has typically been one either of opposition, or of unwillingness 
to ask for it. Seemingly the Bank has taken a stubborn pride in muddling 
through a crisis without this kind of governmental assistance, quite obliy- 
ious to the fact that a lifting of the restrictions of the Act would make pos- 
sible a degree of assistance to the market that would undoubtedly improve 
public confidence. To an inquiry as to whether they wanted a relaxation of 
the Act in 1847, the Bank officials replied that they were “perfectly prepared 
to maintain the law.”’ In 1866 Gladstone stated that*he had ‘not the least 
reason to suppose’ that the Bank would ask him to suspend the Act.” The 
Bank was offered a Chancellor’s letter by Goschen in 1890, but it was de- 
clined by Lidderdale, the Governor. This point of view reflects a shocking 
disregard or ignorance of the responsibilities of a central bank. 

Sir John has not told us, and we cannot infer from what he has said, 
whether the Bank prior to 1914 ever evolved a consistent concept of its 
responsibilities or of the course of action which it should pursue. On the one 
hand, it clearly did come to the aid of the market during crises, and on oc- 
casions apparently tried to ward off impending trouble. Sir John tells us that 
in 1889 “the Governor and Court were watching the exchanges”’; although 
one is left in doubt as to whether this is more than an inference, well-founded 
no doubt, if that it is. But was the Bank chiefly concerned with its own safety 
or was it pursuing a policy which it believed would promote the public we: 
fare? Quite probably there was a mixture of the two motives. 

On the other hand, there was the attitude of Thomson Hankey, one 
time Governor, who stoutly maintained that the other London banks 
should not look to the Bank in critical times; there was no public acknow- 
edgement of its public responsibilities, nor has Sir John revealed any recor 
within the Bank of any consciousness of such responsibilities; and there ws 
the strange aversion to a “‘Chancellor’s letter’ during crises. An anonym0vs 
memorandum of 1830 to the branches, which was never sent out, states the! 
bankers must not at that time (during an outflow of gold) expect help 0 
yond the amount of their existing balances and discounts with the Bank 
In 1899 the Inspector of Branches “‘wondered whether the Bank’s cu 
position could be maintained. Was it to be ‘duty to the public’ and care © 
gold, or duty to the proprietors ... and the dividend?” One infers that 
Inspector was very definitely of the opinion that it should be the latte 
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»t granted that the Bank did realize its public responsibilities, there is 
- idence that it ever formulated a policy for itself which went beyond 
e protection of its gold reserves and the maintenance of convertibility of 
curren y. I can find in this work no evidence in support of the assertion 
times made that before 1914 gold standard countries were in fact on a 
y basis which was managed in London. 
have considered primarily the monetary policies of the Bank, but Sir 
n’s work is not devoted so exclusively to this question. Indeed, my chief 
sm is that he has not given sufficient consideration to matters of 
oolicy, although it may be conceded that in part the paucity of relevant 
material in the Bank records is responsible. There is much information on 
topics as the organization and business of the Bank, the proprietors of 
k stock, the note issues, the relationships between the Bank and the 
th Sea Company and between the Bank and the bankers, the official 
rsonnel, and other topics. All this is written in a surprisingly interesting 
vhen one reflects that the subject matter is such as to invite a presen- 
n of deadly dullness. In fact, at times the narrative becomes almost en- 
ning—this, for example: ‘‘In this clash the chief antagonists were un- 
y matched, Bagehot with as good a head and as good a pen as any 
ngland, Hankey with—well—neither.”’ 
We may, we should, recognize that the Bank of England has been a 
neer institution; that its officials have been men of affairs who have had 
1) them duties for which they had training and knowledge only 
sofar as pertained to the routine operations of the Bank; and that the 
terature upon which they might have relied for quidance has likewise been 
state of immaturity and development. When we have recognized these 
ts we must concede, I think, that the Bank has had a most remarkable 
ry, and that it has met its responsibilities with no mean measure of 
ss. Nevertheless, we are not too uncharitable if we look with a critical 
ye, and even from the standpoint of knowledge not available to the officials 
ithe Bank, upon its operations; and if we point to its failures and blunders 
n attempt to increase our own wisdom in the management of our mone- 
y affairs. 
Unquestionably The Bank of England will become the standard work on 
its subject. It is a fitting opus to close a distinguished career. Sir John Clap- 
im died on March 30, 1946. 
Luioyp W. Mints 
University of Chicago 


International Trade, Finance and Economic Policy 


nternational Trade and Domestic Employment. By Catv1n B. Hoover. 
Prepared for the Committee for Econ. Development. (New York: Mc- 
Graw Hill. 1945. Pp. xii, 177. $1.75.) 


this is the fifth of the research studies prepared for the Committee for 
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Economic Development.’ The body of Dean Hoover’s report consists of 
description and analysis of a program for the United States which in the 
long run would offer the best promise of a freer and larger flow of goods in 
international trade. 

The study is primarily intended for the general reader, for whom it details 
and analyzes an array of measures for the implementation of a general pol- 
icy which is widely subscribed to by American economists, probably by 
large majority. 

The study recommends a program consisting of the following elements: 
participation in both of the organizations proposed by the Bretton Woods 
Conference—the International Monetary Fund and the Internationa! 
Bank for Reconstruction and Development; securing international agree. 
ments for the elimination, insofar as possible, of international cartels and 
effective national and international regulation of those not found possible 
to suppress; lowering of our protective tariff in conjunction with reciprocal 
action by other countries and refraining from using the tariff as a means of 
protecting our war-born industries from foreign competition; settlement of 
Lend-Lease on a basis that would not disrupt the general structure of the 
international balance of payments; maintenance of only such of our mer- 
chant marine as is considered necessary for national security; and carrying 
out measures for attaining and maintaining a high level of domestic employ- 
ment while collaborating in international policies that would promote high 
levels of employment in other countries. 

All of the proposed actions have been extensively debated and some of 
them have been substantially carried forward by the United States gover- 
ment in the year since Dean Hoover’s report was completed. Readers of the 
American Economic Review are doubtless familiar with more elaborate 
analyses of the proposed measures than Dean Hoover’s report provides 
It seems appropriate, therefore, that the remainder of this review be de- 
voted to general aspects of his study. 

In discussing the causal relations between the levels of United States 
foreign trade and domestic employment, Dean Hoover indicates that the 
main order of the causation runs from the latter to the former. The possible 
influence of the level of our international trade on domestic employment 's 
not analyzed, notwithstanding that the title of the report suggests that this 
would be its main concern. The author presumably does not believe that the 
level of our international trade has a determinate influence on either the 
average level or the stability of domestic employment. The economic advat- 


1 The Research Committee of the Committee for Economic Development has issued a state 
ment on national policy covering the same field as the report under review—Z/ nlernations 
Trade, Foreign Investment and Domestic Employment, Including the Bretton Woods Proposes 
Except with respect to participation in the International Monetary Fund, the recommen¢s 
tions of the Research Committee conform closely with those of Dean Hoover’s report. The 
statement of the Research Committee recommended that certain functions of the Interns 
tional Monetary Fund as proposed by the Bretton Woods Conference be carried on by “ 
International Bank for Reconstruction and Development, and that the establishment of W 
fund be postponed until more normal conditions of currencies and foreign exchange 4 
achieved. 
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tages of a freer and larger flow of goods in international trade are attributed 
olely to the increased efficiency of production realizable from more exten- 
sve international specialization and division of labor. Dean Hoover properly 
-efrgins from arguing that increased foreign trade would make a dependable 
ntribution to the solution of our problems of unemployment. 

» line with the reasoning presented in the preceding paragraph, the re- 
sort indicates that our policies in the field of foreign trade and finance are 
not major factors that will influence attainment and maintenance of a high 
evel of domestic employment. Dean Hoover believes, however, that the 
ioption of measures that will assure a high and stable level of domestic 
employment is essential if the other elements in his program are to have 
substantial advantages for this or other countries. In fact, he finds that 
inless the prospect of depressions is eliminated, policies which contemplate 
freer and larger international trade are not likely to be adopted by other 
untries or long maintained here. 

The study seems to the reviewer to be at its weakest in reference to the 
alance of payments problem. Though in some places it suggests doubt 
.bout the matter, on the whole it seems to imply that, if the United States 
nd other important trading countries participate in the proposed inter- 
national monetary and banking organizations, and if severe depressions are 
ided, active and passive balances of international payments for this or 
ther countries need not cause serious difficulties. It is to be hoped that this 
view may turn out to be in accord with the realities. The reviewer, however, 
t confident that it will. The persistence of the active balance of pay- 
ments position of the United States during the thirties may well have been 
attributable to economic factors which are not capable of easy readjust- 
ment. The value of our import trade may therefore not adjust itself more 
r less painlessly to provide foreigners with the dollars necessary to pay for 
United States exports and meet service on United States investments abroad. 
\nd this failure may occur even though the program recommended by Dean 
Hoover is pursued. 

On the whole, it appears that the author simply assumes that our imports 
will expand in value commensurately with our exports; he does not examine 
whether that result is reasonably to be expected. The study does not 
analyze the question of what adjustments may be needed if the antic- 
pated and desired greater exports from this country are to be maintained 
n an economic basis and the service on United States investments abroad 
to be met. Nor does it consider the procedures by which such adjustments 
needed could be brought about—whether, for example, revision of ex- 
lange rates would be effective and feasible. An examination of this matter, 
‘hich doubtless might not have led to assured conclusions, is probably not 
to have been expected in the type of study Dean Hoover undertook. 
Nevertheless, from the point of view of the reviewer, the absence of such an 
examination is a deficiency of the report. 

L. A. MORRISON 


U.S. Tariff Commission 
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Commercial Policy in the Canadian Economy. By ORVILLE JOHN McDrarup 
Cambridge: Harvard Univ. Press. 1946. Pp. 397. $4.50.) 


In this work, the author not only presents the historical facts of Canada’s 
commercial policy from 1763 to 1939, but also attempts briefly to analyz 
the effects of that policy on the economic and industrial development of 
Canada. While he emphasizes the tariff as the main instrument of trade 
policy, he by no means overlooks “such complementary techniques 
subsidies, shipping regulations, and exchange and currency matters,” 

The history of tariff changes is presented in such minute detail that jts 
reading may well befuddle, and will almost certainly bore, all except those 
interested in a highly particularized account. For them, the work is a wel- 
come and valuable addition to the very limited amount of secondary ma. 
terial previously existent in this particular field of research. 

The more general reader, interested chiefly in such aspects of the tariff as 
its regional incidence, its influence on the development and structure of 
Canadian industry, its contribution to monopoly and monopolistic prac- 
tices, its effects on the national income and on cyclical and secular pat 
terns of the economy, and its repercussion on Canada’s external relations, 
will probably be content to “hit the high spots” and then concentrate on 
the last chapter where these problems are briefly touched upon. 

Nowhere, at least during the present century, has the question of regions 
tariff incidence been fought over as bitterly as in Canada. The problems of 
war and wartime prosperity combined to shelve, temporarily, that conflict. 
Now that peace has been reéstablished on the external front, domestic 
harmony is again threatened as the recent Dominion-Provincial Conference 
fiasco showed. The facts that primary production in Canada is regionally 
and provincially concentrated and that the Provinces exercise considerable 
constitutional power over economic matters guarantee the continuance of 
a sectionalism that has bedevilled the country since Confederation. A per- 
fect case in point was contained in the submission of the Province of Sas- 
katchewan to the Royal Commission on Dominion-Provincial Relations 
“While the tariff has given little support to the few smal! manufacturing 
industries which Saskatchewan does possess, it has imposed a heavy annua! 
charge or tax upon the one great unsheltered export industry of the province. 
The Saskatchewan wheat growers have been compelled to purchase goods 
in an expensive protected market with the proceeds of exports sold in the 
competitive markets of the world.” 

The author admittedly attempts no final answer to the question of how 
the direct burdens and benefits of the tariff have been distributed among the 
various areas and provinces of Canada but contents himself with a cautious 
middle-of-the-road statement in the following words: “The view 
held that individual incomes have been drastically reduced and stan 
of living lowered in eastern and western Canada because of the tariff is prob- 
ably unfounded. The tariff, in its protective aspects, has had two impor 
tant consequences to the economies of the Maritimes and western provinces 
By increasing the cost of certain producers’ equipment it has limited the 
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tation of marginal lands, mines, forests and fisheries. The result has 
to reduce gross income and perhaps also to limit the population that 
primary industries of these provinces can support. Secondly, the tariff 

.s reduced the real incomes of the people of those provinces during pe- 
-odsof drastic price collapse in export markets, inasmuch as it has contrib- 

i: to inflexibility of durable consumers goods prices. The terms of ex- 
ve have undoubtedly been weighted in favour of central Canada 
tario and Quebec] by the tariff, more so in depression than in pros- 
_but the quantitative extent of this disability, we believe, has not 
great as frequently assumed. The subject, however, awaits more 
ialized study.” Let us hope the author, or another equally well equipped, 
produce that study in the near future. 

[his reviewer agrees wholeheartedly with the author when he states that 

e regional incidence and benefits of the tariff are questions fundamental 

e preservation of national unity.” That national unity is threatened 
ind the tariff is a basic factor in the situation. In a democratic state 

t people believe, regardless of its actual validity, is of the greatest politi- 
portance. The reviewer would gladly have foregone much of the de- 

ed statistical material which abounds in this work in return for further 
chtenment on the problems stated and for answers to the questions asked. 

Such a treatment of the subject would be widely read and might well have 
tary effect on the hot economic tempers prevailing in Canada today. 

Mr. McDiarmid concludes, rather optimistically the reviewer thinks, 

it: “As in no previous period in the tariff history of Canada,the prospect 
for the solution of the fundamental economic problems of the Dominion 

it the aid of substantial barriers to the free flow of international trade 

pears to be economically and politically possible.” It is true that Canada 

reditor nation and theoretically should be prepared to accept an 

irable visible balance of trade. But she may attempt to follow the 

of the United States during the twenties to have her economic cake 

and eat it too. Her manufacturers are both well organized and highly 

experienced in the art of tariff lobbying. The Conservative Party, historic 

ielender of the higher tariff, recently has been in the political doldrums, 

ing both a distinctive program and a solid following. It may seek 

multaneously to acquire both by resurrecting its earlier stand on the 

t. Furthermore, Canada’s basic exchange problem, arising out of her 

nternational trade, is the conversion of British sterling into American 

irs. She must continue to export heavily to Britain and, if the difh- 

of conversion continues, she may well seek to reduce her decidedly 

rable trade balance with the United States through tariff action. 

hile economic sanity is a necessity to the well-being of the post-war world, 
ie mere necessity of it by no means guarantees its appearance. 

Che reviewer has already indicated his evaluation of the material in this 
work. Unnecessary footnoting further handicaps a style heavily encum- 
| with details. For example, why quote with appropriate footnoting 
n economically banal statement as “At the time of Confederation Can- 
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ada was just beginning to emerge from the commercial into the industri 
age’’ (p. 131)? And, in the absence of a formal bibliography, the inclusioy 
in the index of authors referred to only in footnotes would aid the mor 
specialized reader in his quest for material in the field. But these are mino; 
flaws and detract but little from a work which has made an unquestionable 
contribution to knowledge of both the political and the economic history 
of Canada. 
Lorne T. Morcan 
University of Toronto 


Public Control of Business; Public Administration; National Defens 


Over-all Report (European War). (Washington: The United States Strategic 
Bombing Survey. 1945. Pp. 109.) 

The Effects of Strategic Bombing on the German War Economy. (Washington: 
The United States Strategic Bombing Survey. 1945. Pp. 286). 


The United States Strategic Bombing Survey was established at the end 
of the year 1944, with ample means to make studies of every aspect of the 
effects of air bombardment upon the enemy systems. The conduct of the 
the Strategic Bomber Offensive by the RAF and the VIIIth and XVth 
US Air Forces, had been accompanied by lively controversy on a number of 
issues of policy and strategy. At the same time a prodigious volume of 
Allied resources had gone into the enterprise of destroying the enemy's 
power and will to fight. Fortunately some of those engaged in it foresaw the 
value that would accrue from a thorough and unbiased study of the effects 
of bombing. 

The Survey had a table of organization providing for no less than twelve 
hundred personnel, including several hundred civilian specialists. Its Chair- 
man, Mr. Franklin D’Olier, was responsible directly to the Secretary of Wai 
The study had the highest of auspices, and was able to get in ahead of mos! 
other intelligence operations, thanks to its own planes and jeeps, and ver) 
energetic personnel. Altogether it was a remarkable enterprise, certainly tht 
best equipped of those charged with analysis of a major phase of the war. lis 
field teams followed the armies into Germany and examined physica 
damage, studied private and government records, and interrogated individ- 
uals. The Over-all Report was issued at the end of September 1945 and the 
larger report on The Effect of Strategic Bombing on the German War Econom; 
a month later. 

The two studies under review here are remarkable documents. They 4 
at present, and will probably long continue to be, the best presentations 
available to Americans on the scale and character of the war effort of Ger 
many. Each of them reviews the impact of the bombing campaign agains! 
the priority target systems including aircraft, bearings, oil, rubber, 20 
other industries. The Over-all Report includes summary data on 4 nur 
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‘ther aspects of the problem such as the weight of attack, the bombing 


“- ‘transportation, and on the effects of ‘‘area raids” in damage to life and 
ye -operty. The larger report on The Effects of Strategic Bombing on the Ger- 
— man War Economy is concerned solely with the effect on war production, 
a , this end gives data concerning the German war economy comparable 
— the data now available on our own war production. Since the Over-all 
‘on Reportcontains some data of great interest which is not covered by the larg- 
a one, anyone who wishes to study the German war economy should use 
However, by far the greater part of the information of interest to 
mists is contained in the report on The Effects of Strategic Bombing on 
he German War Economy, and this report will be the subject of the rest of 
, this review. 
ense [his report makes available for economists the basic data on the German 
war production program. It would be hard to imagine anything more im- 
teg portant for present and future economic thought than this. We had already 
juate data on our own war production. But any two cases are far better 
ton: n any one, since any two facilitate the identification of the essential as 
wainst the merely incidental features. The German case is probably the one 
» en most valuable for economists after the American, for it was the next larg- 
ft 
£ the It is a commentary on the age that production was, until the war, a 
4 branch of economics more cultivated by engineers than by economists. This 
er of course because of the ‘‘normal” prevalence of the condition opposite 
- t of wartime, that the financial conditions of the economy could not 
my ken for granted. Economists have been concerned with how to establish 
7 t] e preconditions for a high level of production. It was to this problem that 
Tects J. M. Keynes devoted his thought, and his vigor in attempting to find a 
tion is the main reason for the high place he held in modern economics 
velve nd for the appreciation of his work printed elsewhere in this issue of the 
hairs American Economic Review. 
War fhe first reason for valuing the data on war production in Germany, or 
mos nany other country, is that it is to a high degree in contradiction of the 
ver expressed opinions of economists before the fact. This is not said in order to 
» the lisparage economists. The point is the familiar one that new data which 
r Its tradicts old theories has always been the source stimulus to further 
sical vances in thought. 
ivid- [tis worth while to recall what was thought of the German war economy 
1 the m time to time in the recent past. Roughly, it is fair to say, the Ger- 
10m an arms economy was taken as largely a fraud until the fall of France. 
\fter the fall of France the signs were reversed, and those who had held 
, that a totalitarian economy could not be efficient rang the alarms because 
tion it was efficient. This period in which the Nazi economy was overrated lasted 
Ger intil about the time of Pearl Harbor, for the simple reason that Pearl Har- 


t coincided in time with the discovery that Russia would not go down in 
a single res. 98 and that Germany was in for a long war on two fronts. 
‘hereafter, economists who thought that the Nazi system had been at the 
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maximum stretch of effort since 1939 thought also that the ceiling mug 
have been reached no later than 1941, so that there must be a decline 
in 1942 and 1943 because of materials exhaustion and bombing. 

Actually, as the report makes clear, the German arms economy was «t 
only a moderate level of effort until the time of Pearl Harbor, so much go, 
that the general level of munitions production was trebled thereafter. So fa; 
was it from the exhaustion of materia! resources that oil was the only mater. 
ial which became really short before the final stages of collapse. So far was 
Germany from the complete mobilization of manpower that even to the end 
of the war she made less effective use of manpower than did Britain. The 
anti-Nazi world had accepted Goering’s old bombast about “‘cannon instead 
of butter.” It had been pointed out that Germany had the advantage in war 
preparation of having caught the economy at the depression level, with a 
of the rise due to reémployment going into arms. We now find that the 
German economy was in a very different position. As the report states, 
‘‘., Germany entered the war with a ‘guns and butter’ philosophy which 
was continued well after the initial defeats in Russia.” This was illustrated 
by the case of textiles, ““By 1939, the textile economy of Germany was well 
prepared for war. The industry had fully recovered from the depression of 
the early 1930’s and the wardrobe of the German people was probably at an 
all-time peak.” 

The sharpness of this contrast between our idea of the German econom) 
on the one hand, and the German economy as now revealed, was not true 
for public or popular economic thought alone. It continued to affect Allied 
intelligence throughout the war, and the report finds frequent occasion t 
comment adversely upon this fact. On the second page of the report there 
is mention of the fact that Air Marshall Harris had a low regard for economic 
intelligence, and that this influenced him in deciding in favor of area bomb- 
ing as against “precision” bombing. At another point it is pointed out that 


tools in Germany. In this particular case, Allied intelligence was better than 
the record implies, for the report in question was criticized by a number oi 
agencies informally, although no other formal study was prepared in order 
to present the contrary data. But the report is correct in the numerous 
other cases mentioned and many more could be given. 

The fundamental reason for all of the bad guesses, both public and officia! 
was that war production in the leading belligerents was operating on a scat 
outside of any familiar calculation. This was the cause of efforts made 
both the United States and Germany to devise new statistical measur: 
ments by which to keep track of what was happening. In the United States 
this felt need led to the use of a ‘war production” index, and to efforts! 
adapt the peacetime concept of gross national product to wartime app" 
cation. In Germany, thanks to a single enthusiast named Rolf Wagenfuenr 
an index series was set up for “munitions production,” covering aircratt, 
ammunition, explosives, weapons, panzer and motor vehicles and naval | 
struction. The report criticizes this index as a rather rudimentary one, 42 
also for the base period chosen. The criticism seems scarcely well taken, i! 
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must .e group of products in question throws a sharper light on the intensification 
ecline ‘effort than any broader list could do, and the base period is set at the true 
‘ime of transition from a semi-war economy to a full one. 
aS a [he contrast between the Spartan impression and the rather flabby real- 
hs § the Nazi economy before Stalingrad is readily explained. In the first 
30 fa e. there is the clear evidence that the Nazis did not in fact expect to 
late cht a big all-year war. Secondly, in consequence of this the resistance to 
ry erious sacrifice was always superior, politically, to the claims of the war 
een managers. “Suggestions that a plant be closed met the opposition not only 
The {the management but also very often of a politically potent gauleiter, who 
ste assumed responsibility for the immediate interests of his area.” Thirdly, the 
1W ntrol system was never developed until 1942 and later simply because it 
th t seriously needed. “It must be emphasized that throughout this 
tt period the German economy met the limited demands placed upon it, not 


thout evidence of strain, but also without controls. The Wehrmacht 
upply offices were, until well into 1942, Germany’s only war mobilization 
gency and exercised power only over munitions-producing enterprises.” 
Fourthly, there is positive evidence that the German military leaders were 
singularly inclined to abnegation in the matter of demands for weapons and 
tion. ‘‘The impression they leave is that... they were perfectly 

sfied with what they had, no matter how little it was... .” 


/f previous cognizance that it could move up not in one step, as we 
that it did, but actually in two. The Nazis, even in their casual way, 
raised the level so high that the world was astonished in 1940, yet Russia 
ithe United States again moved it so much higher that the Nazis in turn 
were astonished. 
[he nearest thing to an explanation offered for the increase in German 
ons production after 1942 is to be found in the figures offered for 
mployment in industrial work for the armed forces, which increased from 
5.6 millions in May 1942 to 6.6 millions in May 1943 and to a lesser extent 
ntinued to increase into 1944. This is obviously insufficient by itself to 
nt for the increase. It is the more surprising therefore that the report 
isposes of the German program for labor efficiency in war industry in a 
single paragraph on page 37, which states only that, ‘Finally, there were 
merous attempts to increase the utilization of labor power by increasing 
r efficiency. During 1942 it is reported that the government proceeded 
b out inefficiently used manpower, applying output per man-hour as 
i test. Unfortunately statistics on this subject are not available.” Actually 
ils ls an instance where American intelligence as far back as the end of 
1943 was superior to the report, for there were reports prepared at that time 


demonstrated how elaborate and intensive were the German meas- 
ures, both on the side of increasing the skills of labor and in reducing the 
skills required for specific industrial operations. 
i\ddition to the picture of the German economy, there is of course also 
ture of the effects of bombing. The impression given to at least one 


ris a depressing one. The bombing of oil in 1944 had a very definite 
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and drastic effect on the capacity of Germany to fight. The enormous at. 
tacks on transportation in the winter of 1944-45 caused a general break. 
down in the shipment of coal and in all war industry. Otherwise the maip 
accomplishment of the whole strategic bomber offensive was the bringing of 
the Luftwaffe to battle and its defeat. The bombing killed several hundred 
thousand people and injured hundreds of thousands more (the report offers 
only a rounded estimate for the numbers), and destroyed the cities oj 
Germany, with only a small effect on the power of Germany to fight. The 
report further confirms what was already known to the well-informed, that 
so-called “‘precision” bombing was actually much like what the layman 
thought of as area bombing. But since there will never be another war 
fought with the equipment of 1940-45, it is perhaps of little value, even for 
military purposes, to examine the questions concerning the use of resources 
which arise from the apparent wastefulness of air war, for both sides. 

There would be little point in venturing into broader criticism of the 
report. It would be nice to know many things which cannot be known. We 
will eventually know more than we do now, because the data now available 
will permit some calculations not yet made. The prime value of the accurate 
data on any one of the great war economies is in setting the scale accurately 
so that we can correct our innumerable hard-dying misimpressions. 

There are a few minor points, however, on which the report might have 
been improved. As might be expected of a report prepared by a considerable 
group, it is of uneven quality. The section on the Light Metals, Nonferrous 
Metals and Ferro-alloys shows a vagueness which implies a lack of familiar- 
ity with the problems involved. The section on Iron and Steel is badly 
written. There are two charts on page 180, each having a line for munitions 
production, but with slight differences in the two lines which should be 
identical. The chart of Total Available Product on page 22 is difficult to 
interpret because neither the area nor the statistical basis is defined clearly. 
On page 95 it is stated that stocks of coal “in the Ruhr had fallen to 3,000 
tons at the end of September.” The figure is too low to be significant if 
accurate, and is probably inaccurate. On page 100 it is stated that “a sub- 
stantial part of the Swedish (iron) ore is non-phosphoric.”’ Only a small part 
is strictly non-phosphoric, although a large part is of low phosphorous con- 
tent. Table 62 on page 109 indicates that Germany had no domestic 
production of manganese in 1938, which obviously ignores her large domes- 
tic production of Spiegeleisen. Table 63 on page 110 indicates a consumption 
of molybdenum far beyond any level actually attained. Table 64 on page 1! 
is nearly valueless, and does not wholly conform to Table 63 or to Appendit 
Table 83. 

All of these faults however are as fly-specks on a body of facts. An under- 
standing of production is indispensable to the solution of all our problems, 
and this can be attained only as war production comes to be understood 1 
all of its conditions. The report marks a stage in the dispersal of the fog of 
war. 

GEorGE S. PETTEE 

Amherst College 
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Industrial Organization; Price and Production Policies; 


Business Methods 


Profitable Labor Relations and How to Develop Them. By Paut Mooney. 
(New York: Harper. 1946. Pp. xi, 209. $2.50.) 


Mr. Mooney, who was formerly General Manager of Public Relations and 
Per sonnel for the Kroger Grocery and Baking Company, is presently 
enga aged in independent management counseling work. In this book he sets 
for rth his ideas concerning how management may formulate and administer 
a program for getting more in return for its wage dollar. 

Mr. Mooney’s main thesis is that management must replace its negative 
and defensive approach to labor problems with a positive program of leader- 
ship if it is to raise the efficiency of its labor force to a satisfactory level. 
This may best be accomplished, according to Mr. Mooney, by means of 
effective training throughout the organization. 

One of the points most effectively driven home is the importance of de- 
veloping among the employees a feeling of participation in the business, and 
onsequently a true sense of the importance of their activities to the welfare 
of the company. Not only will this tend to keep their interest at a high pitch, 
thus increasing the information which they will absorb during the training 
program, but their own ideas, which they will then tend to offer more freely, 

in also be of great value to the company. Mr. Mooney has great respect for 
the fairness and intelligence of the average employee, regardless of his or her 
position in industry. When employees are given a chance to participate in 
solving the problems which concern them, a bridge may be thrown across 
the gap w hich has tended to separate management from the average worker 
as business has become larger and management, as a result, more specialized. 
These ideas are not new, of course, but they are set forth in a refreshing 
manner. There can be little doubt of the importance of repeated education 
in such matters if a greater volume of goods and services per capita is to be 
produced in the modern industrial democracy, as well as if, for less tangible 
reasons, the world is to become a better place in which to live. 

A number of check-lists are presented in various parts of the book to help 
management develop the abilities of employees and secure their fuller con- 
tribution to the success of the business. These check-lists, and the discus- 
sions concerning them, contain much food for thought. For example, six 

actors are said to determine how ably an employee does his job, as follows: 
“C) The character and ability he brings to it; (2) The nature of the work; 
- ie way he is introduced to his job; (4) The reward he gets for his per- 
ance; (5) The opportunity he is given; (6) The leadership he receives.’ 
p. 9). Although the importance of each of these. factors is obvious, how 
often do we find a company which gives them adequate attention? 

The numerous valuable ideas in this book could, in a number of instances, 
have been presented more effectively. For example, a great deal is made of 
the fact that a program of training checkers in a grocery store led to a large 

increase in their production and to a large reduction in the errors they made. 
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To what extent, however, were these beneficial effects permanent? \, 
Mooney’s statements that these improvements had continued would }y 
fully convincing only if they had been substantiated by a more thorough 
analysis of follow-up procedures used and of the results obtained over , 
period of time. Since it has frequently been observed that one of the hardes 
tasks in industrial relations is to make good results outlast the novelty ¢ 
the experiments which may have led up to them, the durability of M; 
Mooney’s results as he states them could legitimately be questioned by the 
skeptic. 

The book contains a number of rather loose generalizations. For example, 
industrial engineers would be rather startled to read: “Thus far no one has 
devised an accurate method of measuring what a worker produces in con- 
parison with what he could produce if he gave his best efforts to the work, 
Consequently, in the absence of any method of measuring actual output in 
comparison with potential output, the performance the employer gets js 
just what the employee chooses to give” (pp. 190-191). In some lines of 
work, of course, measurement of actual versus potential performance is 
difficult if not impossible, but quite accurate means of measuring the level 
of performance have been developed for many routine jobs in industry. 

To sum up, while the ideas in Mr. Mooney’s book are not new, in general 
they would seem to be fundamentally sound, and few would doubt the need 
for more education in their validity. Although the book is stronger in insight 
than it is in analysis, its shortcomings may well be overlooked for the 
benefit of being exposed to the industrial relations wisdom to be found be- 
neath a somewhat rough exterior. 

RICHARD H. Woop 
Princeton, N.J. 


Economic Geography; Regional Planning; Urban Land; Housing 


La Localisation des Diverses Productions: Régles Rationnelles Déduites ¢ 
l’ Expérience. Bibliothéque Générale des Sciences Economiques, No. !8 
By Laurent Decuesne. (Brussels: Les Editions Comptables, Com- 
merciales, et Financiéres. 1945. Pp. 239). 


In this book Professor Dechesne has given us results of a lifetime of re 
search in economic and historical geography. His aim is to set up a theoret! 
cal framework adequate to explain the locations of all branches of econom! 
activity at all stages of historical development, with a minimum of abstrac 
deduction and a maximum reliance upon observed facts. 

The book fulfills this promise. Though often superficial or erroneous 
particular points, it is valuable as a synthesis. For breadth of treatment it 
probably unequalled in this field. The approaches of the geographer, t 
economist, the sociologist and the historian are skilfully integrated. Econo 
mists will learn from this book a great deal about the relations of these otnet 
disciplines to their own, at the same time finding the author usually enoug! 
of an economist to retain their respect. It is recommended reading on th 
basis to any economist, though it will naturally appeal most to those & 
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historical illustrations, will commend it to students of economic history. 
e examples are drawn from all parts of the world, though Belgium and 
nce naturally figure most often. 
In an opening chapter the author lays bare the limited applicability of 
ertain earlier approaches to location theory, including Thiinen, Alfred 
Weber, Sombart, and the geographers. He correctly notes that the geog- 
iphhers have generally overestimated the role of natural resources and 
underestimated the role of human techniques and relations, on account of 
their inadequate knowledge of social sciences; while the economists have 
mainly restricted their interest to international trade or to elaborating 
highly abstract and incomplete theoretical structures like those of Thiinen 
and Weber. 
Unfortunately, Dechesne overreaches himself here. In his anxiety to 
establish the unique character of his own work, he is unfair to several of his 
predecessors, and betrays an inadequate knowledge of their contributions. 
ne of his counts against Thiinen, for example, is that the existence of 
vigable waterways is ignored. Actually the Isolated State was equipped, 
f its versions, with such a stream. Much more serious is Dechesne’s 
ete ignoring of Ohlin and E. A. G. Robinson, and his dismissal of 
nder and Lésch in a couple of sentences, which strongly suggest he has 
r really read those authors. It is fair to say he is fifteen years behind 
mes in the literature of locational economics. I do not feel competent 
praise his appraisal of the sociologists, historians and geographers, but 
his failure to mention, for instance, McKenzie’s work, or Whittlesey’s 
he Earth and the State. Nor is there any reference to a number of sta- 
ind policy studies from the United States and Great Britain 
were available before the War. This inadequate digesting of other 
ture, to be sure, makes Dechesne’s actual achievement the more re- 
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‘he author lays stress on the basic distinction between production ad- 
ntages (primarily labor and energy costs) and transfer costs, with the 
t category subdivided into costs of assembling materials and costs of 
ting the product. An unusual and praiseworthy feature is his 
isis on elements of transfer cost other than transportation, which 
sume great importance in the case of luxury goods, “shopping goods,” or 
ner differentiated products and, on account of the smal! scale of transac- 
ind the personalized character of trade, at the final stage of distribu- 

) the consumer. 
‘is treatment of the extractive industries, which are tied directly to the 
resources they exploit, is conventional. He recognizes that access 
irket (and in certain cases, access to sources of transported materials 
lertilizer or mine supplies) determines the extent to which various 
rces will in fact be exploited; but concludes that ‘Nature” (the 


stribution of resources) is still the dominant locational factor for this type 
aCtivity. 


lustries representing early stages of production are likely to be oriented 
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to the extractive industries as sources of materials, on account of the usual); 
considerable degree of weight- or bulk-reduction involved. As goods advanc: 
through subsequent stages of production toward final consumption, they 
become more valuable per unit of weight, hence more “transportable” 
so considerations of transport cost have less weight and the patterns of such 
industries are increasingly responsive to differentials in costs of production 

This last principle is repeatedly emphasized. It is supported, however 
only by the reasoning just cited and by a number of selected examples 
Surely this is a point on which more penetrating analysis and some compre. 
hensive statistical inquiry would be desirable. It does seem reasonable tha: 
the big reductions in bulk, weight or perishability of goods tend to be made 
at the earliest practicable stage of production, while subsequent reflations 
—e.g., the adding of water to beverage extracts—tend to be delayed to the 
latest practicable stage. This means that early stages are more likely to be 
material-oriented and late stages market-oriented. But the increase ip 
“transportability” is a slippery notion. It seems to reflect the relation be- 
tween value per ton (say) and the cost of shipping a ton over a unit distance 
Where the manufacturing process makes the material a good deal more 
bulky (as furniture factories and bottling plants do), the ton-mile costs of 
shipment on the product may increase more than the unit value. In any 
event, the most appropriate indicator of the sensitiveness of an industry t 
production-cost differentials would appear to be the value added by that 
stage of production, not the total value of the materials at that stage. | 
see no reason why value added must be greater in later than in earlier stages 
of production. 

Dechesne often seems to slight the factors making for market orientation 
He concedes only that such orientation may arise when commercial contact 
considerations (the non-transport elements of distribution costs) are pre- 
dominant, or in a few “exceptional” cases where products are very difficult 
to move. Surprisingly, however, he illustrates this latter category by refer- 
ring to ships and locomotives. Surely self-propelled vehicles are the easiest 
possible type of product to deliver! (Elsewhere the author himself refers t 
the relative ease of raising livestock at a distance from markets, on accout! 
of their ability to carry themselves to market.) 

The discussion of transfer costs could have been improved, without ur 
due loss of generality, had the author inquired into the internal econom«s 
of transport and communication as such. He does recognize the econom) 
of water routes as against land routes, and railroads as against earlie 
methods of overland transport. Once or twice he mentions the factor | 
cheap return hauls. But such important and inescapable factors as tht 
existence of terminal costs, the economies of dense traffic, and discrimin* 
tion against “more transportable” goods (meaning here, let us say, thos 
with lower elasticities of demand for transportation), are ignored in the 
analysis. The first two are important concentrating factors, while the third 
offsets, to an undetermined extent, the locational effects which Decent ¢ 
attributes to the increase of unit value of goods as they pass through su° 
cessive stages of production. 

The treatment of the gradual separation of early-stage processing 0! 
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ral products from the farm, under the influence of improved 
‘ansport and large-scale production techniques, is illuminating. It is 
nointed out that those operations which remained most tenaciously attached 
i. the farm are the ones with low skill requirements or a high degree of 
weight loss, and those yielding bulky by-products useful on the farm. 

Dechesne’s category of “transforming industries proper” excludes the 
first processing of agricultural materials and also the “heavy industries” 
which work with crude mineral products. More responsive to production- 
-ost differentials, the transforming industries are located more and more 
with respect to labor supply and energy costs, as the cheapening of transport 
diminishes the importance of materials and market factors. In medieval 
times, an adequate free labor supply was found only in the towns; but the 
restrictive practices of the gilds raised labor costs and prevented manu- 
facturers from introducing improved methods, bringing a general exodus to 
the countryside. The development of water-power machinery brought these 
rural industries from scattered households to waterpower sites, and the later 
levelopment of steam power further concentrated them where fuel was 
cheap, in the new industrial cities of the Industrial Revolution. (Dechesne 
properly indicates that the contemporary ‘‘Transport Revolution” was 
really what made concentrated mass production, urbanization, and the 
world economy of the nineteenth century possible.) 

In a chapter dealing with “production advantages peculiar to the in- 
lustry,” the author introduces the concept of “derived” factors of loca- 

that is, advantages or disadvantages created in a community by the 
presence of the industry itself. An established location, by virtue of the 
derived factors” of trained labor, commercial and financial facilities, and 
fixed plant, possesses a strong inertia, which keeps such locations in business 
ng after the originating factor is obsolete. On the other hand, the author 
sees a general tendency for the labor supply in concentrated production 
centers to go in for restrictive practices which (as in the case of the medieval 
gids) provoke a flight of industry. 

A conclusion of general interest is that industry as a whole is now rural- 
izing again, and that cities will decline in importance. Though the effect of 
cheaper and better transport is to make possible an increased concentration 
{ any one industry, the agglomerative factors accounting for cities can be 
resolved mainly into costs of transfer and contact, labor efficiency, and 
energy costs. Improved means of transport and communication loosen the 
irst of these ties; the loss of initiative and productivity of urban labor, and 
its reliance on restrictive cost-raising tactics, plus opportunities for in- 
troducing labor-saving machinery in rural locations, remove the second 
lactor of urbanization; and the use of transmitted electric power equalizes 
energy costs through the countryside. Therefore, concludes the author, we 
nat progressing to a new ruralization of industry, especially evident in the 
United States. 

The only fact-finding investigation cited in support of this radical con- 
clusion is that of Daniel B. Creamer.! A more careful reading of Creamer and 


ods Industry Decentralizing? Study of Population Redistribution, Bulletin No. 3. (Phila- 
tephia: Univ. of Pennsylvania Press. 1935.) 
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of subsequent studies would have made it clear, however, as Dechesne does 
not, that the “decentralization” trend in American manufacturing industry 
is mainly a spreading-out of major industrial communities, best described a: 
“suburbanization.” For population as a whole, there is still less evidence oj 
any ruralization trend beyond that involved in the internal rearrangemen 
of metropolitan areas. 

In a chapter on the locations of industries of different intensities, Dechesne 
expounds soundly the general principle of combination of productive factors 
in variable proportions according to their relative prices, and shows that the 
adjustment of the labor-capital ratio in industry is basically akin to the 
adjustment of land-use intensity in agriculture. Little is added, however. 
to previous developments of this subject. It is demonstrated by example 
that intensity of land use varies with density of population. With high 
intensity and density we find an increased proportion of farm tenancy, and 
as a result less energetic and less efficient use of the land. On the other hand 
very low densities and intensities are the basis of latifundiary exploitation 
which is likewise inefficient and retards progress toward more intensive 
uses. 

The whole discussion of intensity of land use deals with agriculture. A 
surprising lacuna in this book is the omission of any discussion or even 
mention of the structure of cities. 

The adverse effects of locational shifts upon the economy of some regions 
is briefly handled, primarily with reference to the effects of improved 
transport in extending the sphere of geographical specialization (in De- 
chesne’s terminology, widening the “domain” of location). The “structural 
crisis of the nineteenth century” is ascribed to the competition of Nevw- 
World agriculture with that of Europe as a result of improved transport. 
Europe adapted herself by further specialization in industry (and by pro- 
tection), but a new structural crisis now manifests the desire for industria! 
self-sufficiency in the erstwhile ‘‘new countries.’”?’ We have now entered 4 
period of nationalistic trade restriction, particularly serious for smal 
countries like Belgium. 

Belgium abandoned her early quality industries during the Industria! 
Revolution because she was so well situated to participate in the word 
exchange of standardized commodities. To weather the period of inter 
national trade restriction, she must learn from Sweden and Switzerlané, 
which kept and developed their high-quality specialty export industry) 
primarily because they were at a relative disadvantage in the production 
and marketing of the cheap staples. The author is optimistic here, seeing 
Belgium well on the way to the necessary improvement of production an¢ 
merchandising techniques. 

The author’s views on public policy have already been more ably & 
pounded by Adam Smith. Dechesne refuses to admit governmental acti 
of any kind into his theory, on the ground that it is inherently irrational 2° 
unsystematic, therefore incapable of being theorized about. A brief chap!¢" 
however, recites the failure of various protective schemes and state enttt 
prises. All the protectionism of the nineteenth century, so far as he has bee® 
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to discover, failed to start a single new industry in any country.? He 


1€ does shle t 
dustry ~oncludes that any kind of government action is generally harmful in its 
ibed as nal effects and that only if it happens to ride the wave of fundamental 
NCE of “economic conditions” may it be innocuous or slightly helpful. 
ement In an encyclopedic work of this kind, one should not expect perfect 
accuracy. But this book is so strikingly slipshod in matters of detail that the 
chesne eader must watch his step. A spot check of the bibliography and notes 
factors eyealed errors in about one reference in eight. A. P. Usher, for instance, is 
lat the .riably referred to as either “Payton-Usher” or simply ‘‘Payton.” The 
to the strative cases from American and also British literature are also so often 
wever redible that one can only hope Dechesne is more trustworthy on his 
ample home ground. Thus we learn that the American steel industry is rapidly 
1 high migrating to the shores of Lake Superior; that there are seven New England 
y, an tes; that cheap electric power is reviving rural household industry in the 
har ed States; that Welsh coal can reach London only by rail; and that the 
‘ation facture of farm implements in the United States was concentrated in 
ensive ereal belt, at Ipswich. In some other places, this reviewer was able to 
cile a sentence with its context only by supplving an omitted negative. 
re, A Despite its shortcomings, the book should be widely read, as a valuable 
eve tion to the broader understanding of economic geography. 
& Epcar M. Hoover 
eg niversity of Michigan 
n De 
ctur Labor and Industrial Relations 
New 
sp Labor Policy of the Federal Government. By Haroip W. Metz. (Washington 
| [he Brookings Inst. 1945. Pp. ix, 284. $2.50.) 
istri [his valuable study refutes the common assertion that the federal govern- 
red a has no labor policy, or at best a vague and vacillating one. Mr. Metz 
smal out that federal labor legislation has consistently aimed at improving 
the economic and social lot of the working classes. Thus the purpose of the 
stri Department of Labor was declared to be “‘to foster, promote, and develop 
wo the welfare of the wage earners of the United States, to improve their work- 


ing conditions and to advance their opportunities for profitable employ- 
ment.” The scope of federal labor legislation, prior to the Roosevelt ad- 


tr nistration, had been rather limited, partially due to judicial interpreta- 
ctl s of federal powers. With the advent of the Roosevelt administration, 
een side from the existing Norris-La Guardia Act which was a foreboding of the 
1 an ture of future laws, there came a mass of labor legislation, frankly 


signed to aid and assist labor while at the same curbing and eliminating 

many of the “rights” of management. Paralleling this legislation there de- 

veloped a markedly sympathetic attitude on the part of the Supreme Court 
labor’s “rights.” 

Che author portrays three stages of the public attitude toward collective 

t another point he states, without explanation, that this protectionism extended the 


f location” (i.e., aided geographic specialization) ! 
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bargaining, namely, suppression, toleration and encouragement. This js 
shown by the evolution of the workers’ rights to organize, and protection by 
federal criminal penalties and administrative remedies against employers 
who violate these rights. The official encouragement of union organizatio 
is traced through the Railway Labor Act, the Norris-La Guardia Act, the 
National Industrial Recovery Act, the National Labor Relations Act, ang 
the policies of the War Labor Board. Attention is directed, by legal citations 
to restriction of the employer’s right of free speech lest it be construed as 
coercion of employees, and to the various interpretations of the unfair labor 
practices prohibited by the National Labor Relations Act. Attention is also 
given to the unfolding of unlimited rights to strike, regardless of the purpose 
of a strike, to the virtually unlimited right to picketing under federal law, t; 
the acceptance of most all kinds of labor boycotts, and to the shrinking lega! 
responsibility and liability of unions and their members. 

The employer’s obligation to bargain collectively under federal legisla- 
tion, and the power of administrative agencies to influence the terms of the 
collective agreement are carefully treated. Under the Railway Labor Act 
collective bargaining need not result in agreement, thereby offering n 
opportunity for governmental dictation of terms. But the War Labor Board 
assumed the power to prescribe the terms to be included, and the National 
Labor Relations Board may indirectly influence the terms by declaring an 
employer’s failure to grant “‘desirable’” demands of the workers or his in- 
sistence on “‘undesirable” terms as a refusal to bargain collectively. 

An extremely meaty chapter is that on union organization, in which the 
author delineates the influence of the federal government upon the organiza- 
tion of the American labor movement. Mr. Metz states that the federal 
government has ‘‘favored the development of large bargaining units, and it 
has encouraged unions that are affiliated with the A. F. of L. and the C10 
while discouraging independent organizations.” As to the two objectives 0! 
the National Labor Relations Act—protection of the worker’s right of seli- 
organization and the increase of labor’s bargaining power, the author shows 
that the Board generally gives chief consideration to the latter. 

The present policy of the federal government is described as promoting 
the closed shop and other forms of union preference, except in railroad 
transportation where the law, through the influence of the railway unions, 
has prohibited the closed shop. The closed shop and other forms of union 
preference are pointed to as facilitating inter-union warfare. Federal poli 
does not extend to the protection of the individual worker through contro. 
over the admission or expulsion of members from the union organization, 
nor through assurance to the nonunion worker that collective bargaining }} 
the union will even consider his interests. 

The government from 1933 to the present has found itself playing a dus 
réle with respect to wages, mostly to increase wages, but at other times! 
prevent them from going too high. Direct and indirect devices have beet 
used to carry out these policies. The direct method has found favor in tht 
form of minimum wage laws, and in the war period through making wast 
changes subject to government approval. In the various federal attemp* 
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-» regulate wages directly, Metz indicates that the government has failed 

develop and apply objective standards of determination. He feels that, 
Jthough this may have proven advantageous to labor so far, the same wage 
sachinery in the hands of unsympathetic administrators could be operated 

abor’s disadvantage. The federal criteria for regulating the hours of labor 
re varied—to reduce unemployment, to increase wages, to increase pur- 
hasing power, and to promote safety, while regulation of child labor was 
jstified as a means of preventing their exploitation and eliminating a wage 
jepressant. 

The author discusses at some length the settlement of labor disputes and 
the adjustment of wartime labor disputes. In his concluding chapter he 
summarizes the major trends of the federal government’s labor policy. 

This work presents a concise, clear-cut analysis of the entire federal labor 
oolicy. It is well documented throughout, and is strikingly clear of bias. In 
the reviewer’s opinion it is a book which the student of labor legislation or 

bor problems has sorely needed. 

E. Muntz 


New York University 


Industrial Relations and the Social Order. By W1LBERT E. Moore. (New 
York: Macmillan. 1946. Pp. xii, 555. $4.00.) 


Professor Moore set a high goal for this book. He has undertaken, in a 
textbook, to consider as a single whole the material usually treated sepa- 
rately as corporation management, personnel administration, labor rela- 
tions, as well as theories of capitalism, social psychology and other things. 
He has sought, as he points out in his preface, to describe and explain ‘the 

nctioning of the structure as a whole.” Such a venture deserves success. 
But success requires more knowledge, more sense of selection and emphasis, 
more penetrating understanding than most men have. 

Such an undertaking could be considered successful on two grounds: 
either that it provided a clear effective summary of massive and widely 
scattered material, or that it provided new (or even useful) insights. Pro- 
fessor Moore’s book does neither. For most readers, more concrete and 
specific summaries are provided elsewhere, if not in one volume, at worst in 
three or four. 

rhe job is made even more difficult for this book by the transposition into 

iological terms, when so much of the basic material is written by lawyers 
and economists. Although the author sought to direct new light on the 
problems of society and industry by using the devices of sociology, most 
i the source material on which he depends does not fall easily into the 
OC logical categories. The result is confusing, rather than enlightening. 
100 often the wnting becomes unremittingly abstract and general, and the 
sociological approach seems at times to be little more than embroidery of 
the obvious. 

_The range of subject matter in the book is so broad and varied that only 
€ most powerful adhesive thinking could bring a real sense of integration. 


| 

| 

| 

: 

| 

| 


712 THE AMERICAN ECONOMIC REVIEW [SEPTEMBE, 


The insights which might illuminate the relations between the vario. 
fields covered by the book are not there. e 

The scope of the book is indicated by the titles of its main parts: De. 
velopment of Modern Industry; Industrial Organization: Management. 
Industrial Organization: Labor; Industrial Relations; Industry and Society 

The first Part is an effort, in less than forty pages, to block out in broad 
strokes the origins of modern industry, its relation to inventions an¢ 
technology, and its dependence on the theory of “individualism.” The dis. 
cussion of Industrial Organization: Management is a review of the character 
and organization of modern industrial management; how organizations are 
charted, the division of functions, and the disparities between formal and 
human relations. 

The Part on Industrial Organization: Labor is something of a rag bag of 
subjects. The sources of labor supply and a list of wastes of labor resources 
are reviewed at some length. These chapters, however, do not discuss ow 
extraordinary experience with the wartime labor market which seriously 
stretched some of the old ideas of the way the labor force is limited by the 
numbers and skills of workers. Since Professor Moore later says he thinks 
that we need economic planning for full employment, it would have been 
desirable to consider the only substantial experience this country has had 
with the way the labor market acts when there are more jobs than workers, 
Probably even more appropriate would be an extended discussion of the 
techniques of occupational analysis and placement. The war experience 
showed that the way each employer hired and used his labor was more in- 
portant in setting the limits of manpower for production than any theoreti- 
cal limit in the total labor supply. In the past few years there have been 
developed techniques in this field which ought to be more widely known and 
used. 

The rest of this Part sketches the results of some of the studies on the 
effect of fatigue and routine on machine workers. There is described, perhaps 
with more conviction than the state of knowledge justifies, the motives 
workers have for working. He says, “that the goals appearing to be dom: 
nant in the worker’s orientation to his job are security, pleasant working 
conditions, and status in a competitive society.” 

In the Part on Industrial Relations, summary treatment of labor organi: 
zation, collective bargaining, and industrial conflict is undertaken. The 
significance of such treatment, of course, depends upon the points whic 
are emphasized. The discussion of collective bargaining, for example, dea's 
at length with the operation of the National Labor Relations Act and th 
interpretations that have been put upon its provisions, but not at all witt 
the economic and political significance of the wage bargain. One does no! 
need to have gone through the explosive struggles over wages in the past six 
months to decide that the bargaining on, for example, the common labor 
rate in the steel industry entrains in its wake industry-wide and nation-wice 
economic and political consequences. In a similar fashion, the treatment “! 
industrial conflict will not satisfy those who want help in thinking about 
consequences of recent industrial struggles. 
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MBER 
ri \|though it must have been intended to weave throughout the entire 
oo -eatment of the book a consideration of the social impacts of industry, 
De oct of the discussion of this aspect is tied to the end of the book in a final 
aad ely unrelated to the early discussion. The prospects and problems 
sah f eco planning are touched upon in a final chapter with the con- 
ve sion, certainly not to be drawn from the context, that some form of 
on - planning by the government must be undertaken. 
vr Professor Moore has provided extensive and useful bibliographies with 
2 “r e ipter. They reveal how great and variegated is the knowledge which 
‘ * the social and economic philosopher must bring to the study of industrial 
: * relations and the social order. Any student who undertook to read through 
listed books would have a rich background in a number of subjects. 
ii ol [he project which Professor Moore undertook was a very worthy one. 
ch Though the book has not met the demands of its grand scheme, certainly 
. * ne reason is that the undertaking was so ambitious. If the book stimulates 
li thers to think and write about the ways in which management practice 


.nd industrial relations interlace and, in turn, affect community and social 
relations of people, it will have been more than justified. Too much in- 
lustrial administration and too much collective bargaining today is under- 
ken without regard for the social consequences. 

D. HETzEL, Jr. 

Washington, D.C. 


lective Bargaining. By LEONARD J. SmiTH. (New York: Prentice Hall. 
1946. Pp. xiii, 486.) 

heen [his book is not concerned with the social, political, or economic signifi- 
and e of collective bargaining. Its purpose is to present certain fundamentals 
t be helpful in negotiating and administering collective bargaining 

tracts. To this end the material is organized in three sections. The first 

ieals with the nature of collective bargaining from the standpoint of the 

eivable bargaining units involved, the likely attitudes of the parties 

ard collective bargaining, and the possible objectives they may be seek- 


his ; ing through drawing up a labor agreement. This is then followed by a section 
that considers the problems of actual negotiations in terms of the pro- 

ani edures that may be followed and the tactics that may be employed by the 

The negotiators. This section contains some helpful suggestions in regard to ways 

by which the conduct of negotiations may be smoothed. 

eals Che last section constitutes the major part of the book. It attempts to 


the labor agreement and to consider all of its possible major individual 

wit provisions. These the author believes can be grouped around eight major 
neadings: union recognition, wages, working time, conditions of employ- 

tsix J Ment, management rights, seniority, day-to-day relations, and, lastly, 
‘ormal provisions in regard to the purpose and duration of the con- 
vide ‘ract. After commenting on each major topic, the author proceeds to con- 
t of ‘er the various provisions that it is likely to take in the collective bargain- 
yout ng contract. An especially noteworthy feature is the construction in 
nection with each provision of the labor agreement of a check list which 
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quickly brings to light all the important items that may require specificatioy 
in connection with the provision if confusion is to be avoided. 

The remainder of the book consists of a glossary of labor terms, a descrip. 
tion of the important private, public, and labor research organizations which 
furnish information that may be of use to negotiators, and a select forty. 
three page bibliography of books and articles on collective bargaining wit) 
discriminating comment in regard to each item. The book concludes with , 
series of appendices on Industrial Jurisprudence, Illustrative Labor Agree- 
ments, and Specimen Labor Agreement Clauses. The 117 pages of illustra. 
tive labor agreement material would be more useful if an index or even 
mere table of contents were furnished. 

A. Morener 

University of Colorado 


Labor in the Philippine Economy. By KENNETH K. KURIHARA. Issued under 
the auspices of American Council, Institute of Pacific Relations. (Stan- 
ford University: Stanford Univ. Press. Pp. xv, 97. $2.00.) 


This brief book is a semi-popular treatment of the position of labor in the 
Philippine Islands in the pre-war years. Philippine labor problems are con- 
ditioned by the fundamentally agrarian and colonial nature of the Islands 
Much of agricultural production is carried on under a share-cropping 
system, while ownership of land is highly concentrated. Industrial produc- 
tion “has not yet outgrown the handicraft stage” (p. 9). “Economic de- 
pendence on the United States... largely accounted for the immatur 
growth of native industry” (p. 10). 

In his account of the history of labor organization, the author says, 
“‘Trade-unionism had not yet reached the broad masses in the Philippines 
in 1941” (p. 69). At the end of 1940 only about five per cent of the gainfully 
employed workers, industrial and agricultural, were organized and less than 
two per cent in registered labor unions. Labor organization is also hampered 
by factionalism. The author is sympathetic toward further organization of 
labor as a means of raising the standards of Philippine labor. He is also 
sympathetic toward the “Social Justice’ program, in many ways the 
Island counterpart of the New Deal. 

This reviewer would have liked to have seen a more thorough examina- 
tion of the implications involved in the imposition of a “social welfare’ 
program upon an economy in the early stages of capitalist industria: 
ization. 

Francis S. Doopy 

Boston University 


Population; Migration; Vital Statistics 
Economic Demography of Eastern and Southern Europe. By WivBext £. 


Moore (Geneva: League of Nations. 1945. Pp. 299. $3.00.) 


This book is the second of a series to be prepared for the League of Na 
tions by the Office of Population Research of Princeton University. Th 
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érst was the important work published last year under the title, The Future 

‘the Population of Europe and the Soviet Union. These publications repre- 

sent the beginning of an extended program of research undertaken by this 
nization for the League. 

Essentially, this study deals with the problem of rapidly growing popula- 

on in agricultural countries with few or meagre resources. In contrast to 

the relatively prosperous and industrial countries of northern and western 

Europe, in which population is increasing but little or is actually declining, 

this volume shows the poor relation of men and resources and the large 
otential growth in agrarian countries of eastern and southern Europe. The 
intries studied fall into two main groups: (1) eastern and southwestern 
Europe exclusive of the Soviet Union (Estonia, Latvia, Lithuania, Poland, 
echoslovakia, Hungary, Rumania, Yugoslavia, Bulgaria, Albania, and 
Greece); and (2) the southwestern Peninsulas (Italy, Portugal, and Spain). 
Not counting the Soviet Union, approximately one-half of the people of 

urope live in these areas. Projected population figures for these countries 
for 1940-70 show very substantial increases in numbers. Also in contrast to 

e more highly developed and industrialized nations of northwestern and 

entral Europe, these countries are largely dependent upon agriculture. 
[his fact is extremely important in any population study. Although these 
general facts have been well known, Moore has made a significant contribu- 
mn in attempting to deal with the entire and complicated problems which 
will prove to be so important not only to the welfare of these peoples but 
also to the peace of Europe. 
Moore shows the low productivity per capita in agriculture in those areas 
where the need is the greatest. In order to do this it was necessary to work 

a basis by which some comparison between the various countries could 
be made. The quantity of each commodity grown was “given a standard 
veight that reflects the typical or modal exchange ratio between that com- 
modity and the crop basket” (p. 31). The value of production in crop units 
was then related to persons dependent on agriculture and to male workers 
engaged in agriculture to make some approximation of the relative income 
of the agricultural population. The effectiveness of the use of land was 

died by production in crop units per hectare of agricultural land. The 
relative poverty of the southern and eastern areas is clearly brought out by 
these data. The author also attempts to show that most of these countries 
uready have surplus population. This computation is based on the as- 
sumption that any number in excess of that necessary to produce the 
production of the average per capita for Europe is surplus. France is also 
used as a basis for comparison. 

There follows an analysis of the institutional and technological factors 
exp lain the low productivity. Systems of inheritance, strip cultiva- 
nd very small and uneconomical holdings are discussed. Lack of 

ay tal S an extremely important factor in explaining this low production. 

ito re believes that, with the institutional and organizational conditions 

vailing in these countries, there is little ground for believing that the 
ondition of the eastern and southern peasant can be greatly changed 
‘trough improvements in agriculture. The pace of change and the possible 
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growth of agricultural capital would be too slow. There is a widely accepted 
opinion among population students that emigration, while relieving pres. 
sure to some extent, affords no real or permanent solution for a county, 
with an unfavorable relation of men and land. Moore does not believe tha; 
emigration is any solution to the problem of these agrarian countries. 

According to this study, hope for an improvement in the poverty of thes 
countries lies largely in industrialization. Industrialization would not on) 
bring forth new and greater amounts of products but at the same time 
would lead to a needed decline in the birth rate. Although deficient in power 
and minerals, there are many industries which might be successfully in. 
troduced. As in the case of agriculture there is a dearth of capital, but Moore 
believes that this industrial capital could more easily be secured than in the 
case of agriculture. Government aid and planning would play an importan 
part in this development. Already these countries support hidden unen- 
ployment in agriculture and these potential workers could be utilized in 
industrial work. Moore is of the opinion that modern industrial techniques 
of northwestern Europe could be introduced in a rather short period. 

As indicated above, this study uses some of the new techniques to bring 
out the unfavorable relation of resources to numbers. Overpopulation is 
relative matter and is a conception which is both difficult to define ort 
prove. In the matter of methodology there may be and usually are differ. 
ences of opinion. The author is fully aware of the limitations of statistica 
data. This is a study very carefully done and without dogmatic statements 

As we look at Europe at the present time and consider its economic and 
political problems, there is a serious limitation to this study. The entire 
approach of this book, written in 1945, is based on the assumption of some- 


thing like a pre-war Europe. It now seems certain that a number of these Mar 


nations face political and institutional changes of the greatest importance 
Some of them may disappear entirely or be so modified that they cannot be 
identified with those of pre-war Europe. Will many of them be combined 
into a sphere of influence dominated by the present great power to the 
East? Will Latvia, Rumania, or Bulgaria institute planning to secure in- 
dustrialization on anything resembling pre-war economic units? Present 
signs point in other directions. Whatever happens to these countries, this 
book will represent an extremely important work about the demography ©! 
this important area of Europe. 

LAWRENCE R. CHENAULT 

Hunter College 
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Pr Dept., Bank for Internat. Settlements: 1946. Various pp. Sw. fr. 6.50.) 
tates Tariff Commission: economic controls and commercial policy in Mexico (Washing- 
Doc. 1946. Pp. 46. 15c.) 
Business Finance; Insurance; Investments; Securities Markets 
C. C. Financing business during the transition. Committee for Econ. Development 
New York: McGraw-Hill. 1946. Pp. xii, 141. $1.75.) 
ine 
B. A century of American life insurance—a history of the Mutual Life Insurance 
f New York, 1843-1943. (New York: Columbia Univ. Press. 1946. Pp. xiv, 402. 
¢ 
b MAN, H. Risk appraisal. (Cincinnati: Nat. Underwriter Co. 1946. Pp. 831. $10.) 
W. LER. Mathematics of investment. 3rd ed. (Boston: Heath. 1946. Pp. 436. $3.60.) 
ae [. Mortgage foreclosures and property management by life insurance companies. (Phila- 
niv. of Pennsylvania. 1944. Pp. v, 124.) 
s ndent of Insurance: eighty-fifth annual report for year ended December 31, 1943. Vol. 
IT-A ( ind surety companies; title companies. Vol. III-B. Fraternal benefit societies. 
Leg. doc. (1944), no. 71. (Albany: Williams Press. 1945. Pp. 94a, 554, 386b.) 
=! Public Control of Business; Public Administration; 
National Defense and War 
De \, R. N. Price control and rationing. (Allahabad: Kitabistan. 1945. Pp. 124. Rs. 4/8.) 
D. The concentration of economic power. (New York: Columbia Univ. Press. 1946. Pp. 
x, 423. $5.50.) 
ty, K. G., and others. Famine, rationing and food policy in Cochin: Medical surveys. 
i Madras: Servinda Kerala Relief Centre. 1946. Pp. x, 35. Rs. 3.) 
ral regulations: 1945 supplement, containing documents of general application and 
f fect issued during 1945, including Presidential proclamations, Executive orders, and 
lential documents. Bk. 1, Tit. 1-9; 10-14. (Washington: Supt. Docs. 1946. Pp. 924; 
8. $3 each 
>rice control—how and when? A statement on national policy by the Research Commit- 
ms y York: Committee for Econ. Development. 1946. Pp. 14.) 
| rol or decontrol? A statement adopted by the Board of Directors, March 22, 1945. (Wash- 
; mber of Commerce of U.S. A. 1946. Pp. 23. 5c.) 
nse 


man act symposium—the federal law against price and other discrimination. 
Commerce Clearing House. 1946. Pp. 105. $1.) 
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War contract terminations and settlement: 6th report (Jan., 1946) ; 7th report (Apr., 1946) by iy 
Director of Contract Settlement to the Congress. (Washington: Supt. Docs. 1946. Pp. 45: 55. | 10; 
15c.) 


Industrial Organization; Price and Production Policies; Business Method; 
Conant, W. H. Business administration, or the art of management. (New York: Gregg Publish. 

ing Company. 1945. Pp. 335. $3.; school ed., $2.) 
Drucker, P. F. Concept of the corporation. (New York: Day. 1946. Pp. 306. $3.) 


Kirk, J. G., and others. Introduction to business. 3rd ed. (Philadelphia: Winston. 1946, Pp, 52) 
$1.80.) 
Marco.tus, S. The fresh start; plain facts about small business. (New York: Ackerman. 1946 
Pp. 80. $1.) 
STEINDL, J. Small and big business—economic problems of the size of firms. Inst. of Stat., monog 
no. 1. (Oxford: Blackwell. 1945. Pp. v, 66. 7s. 6d.; paper, 5s.) 
Economic concentration and World War II: report of the Smaller War Plants Corporation to the 


Spec. Committee to Study Problems of American Small Business, U. S. Senate. 79th Cong 
2nd sess. (Washington: Supt. Docs. 1946. Pp. xiv, 359.) 


Marketing; Domestic Trade 

ENGLE, N. H. Marketing in the West. (New York: Ronald Press. 1946. Pp. xii, 263. $3.50 
SHEPHERD, G. S. Marketing farm products. (Ames, Iowa: Collegiate Press. 1946. Pp. x, 445 
$4.25.) 


Sommer, H. H. Market milk and related products. 2nd ed. (Madison, Wis.: Author, 710 Huron 
Hill. 1946. Pp. 759. $6.50.) 


Mining; Manufacturing; Construction 


Aircraft plans and facilities: report of the Surplus Property Administration to the Congress, Jon 
14, 1946. (Washington: Supt. Docs. 1946. Pp. 59. 15c.) 


Boot and shoe industry statistics. Indus. ser. no. 38, (Washington: Off. of Domestic Commerce 
Dept. of Commerce. 1946. Pp. 47, mimeo.) 


Standard industrial classification manual. Vol. 1. Manufacturing industries. Pt. 1. Titles and de 
scriptions of industries. (Washington: Supt. Docs. 1945. Pp. 81. 75c.) 


Iron and steel: prepared in response to requests from Committee on Finance of the U. S. Senate on 
the Commitiee on Ways and Means of the House of Representatives. Tariff Commission, wa! 
changes in industry ser., rept. 15. (Washington: Supt. Docs. 1946. Pp. 176. 30c.) 


Transportation; Communication; Public Utilities 


BAvER, J. The public utility franchise: its functions and terms under state regulation. (Chicago 
Pub. Admin. Serv. 1946. Pp. 17. $1.) 


NaTESAN, L. A. State management and control of railways in India: a study of railway finan 
rates and policy during 1920-37. Foreword by Str R. L. WEDGEWwoop. (Calcutta: Univ. o 
Calcutty. 1946. Pp. xxiii, 496. Rs. 12.) 
PARMELEE, J. H. A review of railway operations in 1945. (Washington: Assoc. of Am. Rai 
roads, Bur. of Railway Econ. 1946. Pp. 32.) 
Tomson, J. D. The international control of radiocommunications. (Ann Arbor: Edwarts 
1946. Pp. 314. $2.50.) 
ZAcHAROFF, L., editor. Vital problems of air commerce. (New York: Duell, Sloan and Pearce 
1946. Pp. 353. $3.) 


Civil aviation and the national economy. (Washington: Supt. Docs. 1945. Pp. 147. 55c-) 
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vctate Commerce Commission: Vol. 262. Decisions, Nov., 1944-June, 1945. (Washington: 
t. Docs. 1946. Pp. 838. $2.25.) 


xe pioneer period of European railroads—a tribute to Mr. Thomas W. Streeter. Kress Lib. of 
and Econ., pub. no. 3. (Boston: Harvard Grad. School of Bus. Admin. 1946. Pp. vi, 71. 


C nsists principally of a bibliography. 
‘ proposed department of transportation—a bibliographical memorandum. (Washington: Bur. 
{ Railway Econ. Lib., Assoc. of Am. Railroads. 1946. Pp. 12, mimeo.) 


Transportation lines of the Mississippi River system, 1946. Army Engineer Dept., transp. ser. 
4. (Washington: Supt. Docs. 1946. Pp. 213. 60c.) 


War Shipping Administrator: United States merchant marine at war—report to the President, 
Jan. 15, 1946. (Washington: Supt. Docs. 1946. Pp. 80. 30c.) 


Agriculture; Forestry; Fisheries 


Bennett, H. H. Our American land: the story of its abuse and its conservation. Dept. of Agric., 
misc. pub. no. 596. (Washington: Supt. Docs. 1946. Pp. 31. 10c.) 


Farnswortu, H. C. Wheat growers and the tariff. Carnegie Endowment for Internat. Peace, 
Div. of Econ. and Hist., agric. ser., no. 4. (Berkeley: Univ. of California Press. 1946. Pp. 29.) 


Frank, B. and Betts, C. A. Water and our forests. Dept. of Agric., misc. pub. no. 600. (Wash- 
ington: Supt. of Docs. 1946. Pp. 29.) 


Howa.p, O. Einfiihrung in det Agrarpolitik—unter besonderer Berticksichtigung der schweizer- 
ischen Verhdlinisse. (Berne: Francke. 1946. Pp. 272. Sw. fr. 12.80.) 


Moore, A., and others. The world food crisis: what should America do? Transcript no. 413. 
hicago: Univ. of Chicago Round Table. 1946. Pp. 27. 10c.) 


s about cotton and southern farming: background information for farm leaders. Dept. of 
\gric., misc. pub. no. 594. (Washington: Supt. Docs. 1946. Pp. 64.) 


Fruit and vegetable canning industries, 1934-45; production and wholesale distribution. Indus. 
er.no. 15. (Washington: Bur. of For. and Dom. Commerce, U. S. Dept. of Commerce.1945. 
x, 277. 40c.) 


Peacetime adjustments in farming: possibilities under prosperity conditions. Dept. of Agric., 
I pub. no. 595. (Washington: Supt. Docs. 1945. Pp. 52. 20c.) 


Revue internationale des industries agricoles: Nos. 2-6, 1945. (Paris: Pub. de la Commission 
Internat. des Industries Agric. 1946. Pp. 593.) 
Che first post-war number resumes the publication of reviews and bibliography. 


What peace can mean to American farmers: agricultural policy. Dept. of Agric., misc. pub. no. 
589. (Washington: Supt. Docs. 1946. Pp. 41, 10c.) 


Wheat studies of the Food Research Institute, 1924-1944. (Stanford University, Calif.: Food Re- 
search Inst. 1946. Pp. 13.) 


Economic Geography; Regional Planning; Urban Land; Housing 


: IE, A. W. Economic geography of Canada. (New York: Macmillan. 1946. Pp. xiv, 455. 


x, F. L. and Nerr, P. Los Angeles, the economic outlook. (Los Angeles: Haynes Found. 
P». 24 
ndensation prepared by M. Lewin of An Economic Survey of the Los Angeles Area by 


e authors. 


spury, L. M. The economics of housing as presented by economists, appraisers, and other 
iting groups. (New York: King’s Crown Press. 1946. Pp. 186. $2.50.) 


SONTGOMERY, M. and Crawson, M. History of legislation and policy formation of the Central 


Valley Project. ( Berkeley: U. S. Dept. of Agric., Bur. of Agric. Econ. 1946. Pp. 276, mimeo.) 
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Opum, H. W. and Jocuer, K., editors. In search of the regional balance of America. (Chapel Hil} 
Univ. of North Carolina Press. 1945. Pp. viii, 162. $3.) 


PETERSON, E. T., editor. Cities are abnormal. (Norman: Univ. of Oklahoma Press. 1946, p, 
279. $3.) 


General housing bill S. 1592: summary of provisions, recommendations for immediate and lo 
term legislative action, pro and con arguments. (Washington: Citizens Nat. Committee. 194¢ 


Pp. 31.) 
Proceedings of the University of Wiwconsin Conference on Social and Economic Research in Hoy 
ing, Madison, Wisconsin, Dec. 14-15, 1945. Suppl. to Jour. of Land and Pub. Utility Eco 
Feb., 1946. (Madison: Univ. of Wisconsin. 1946. Pp. 24.) 


Urban redevelopment legislation in the United States: a comparative analysis. (Chicago: Am. § 
of Planning Officials. 1946. Pp. 8. $2.) 


Labor and Industrial Relations 


CARSKADON, T. R. and WriirAmson, S. T. Your stake in collective bargaining. Pamph. n 
New York: Public Affairs Committee. 1946. Pp. 32. 10c.) 


DesMAREST, J. La politique de la main-d’oeuvre en France. (Paris: Presses Univ. de Frat 
1946. Pp. 273. 240 fr.) 


Gapoctr, D. R. Regulation of wages and other problems of industrial labor in India. Put 
Gokhale: Gokhale Inst. of Pol. and Econ. 1945. Pp. 101. 10s.) 


GEOGHEGAN, A. T. The attitude towards labor in early Christianity and ancient culture. St 
Christian antiquity, no. 6. (Washington: Catholic Univ. of Am. Press. 1945. Pp. 278. $2.5 


Grecory, C., and others. Labor and the law. Transcript. no. 426. (Chicago: Univ. of Cl 
Round Table. 1946. Pp. 23. 10c.) 


KIRKALDY, H. S. Industrial relations in conditions of full employment. (Cambridge: Cambridge 
Univ. Press. New York: Macmillan. 1945. Pp. 26. 50c.) 


Krovt, J. A., editor. Labor policy and labor relations. Proceedings, Vol. 22, no. 1. (New York 
Acad. of Pol. Sci., Columbia Univ. 1946. Pp. 111. $2.50.) 


Kuczynsk1, J. Labour conditions in Great Britain, 1750 to the present. 2nd ed. (New York 
Internat. Publishers. 1946. Pp. 191. $2.50.) 
A second edition of part of the author’s earlier Short History of Labour Conditions in Greil 
Britain and the Empire with added chapters and an introduction which attempts t 
the theories of absolute and relative deterioration of labor conditions. 


Lamier, H. W., editor. A program for labor and progressives: a synmposium. (New York 
League for Industrial Democracy. 1946. Pp. 48. 25c.) 


May, S. C. and Norris, A. G. Estimates of California employment and unemployment 1946- 
1947. (Berkeley: Bur. of Pub. Admin., Univ. of California. 1946. Pp. viii, 29, mime 


OweEN, W. V. Labor problems. (New York: Ronald Press. 1946. Pp. xv, 570. $4.50.) 


- . Labor-management economics: a basic practical summary. (New York: Ri nald Pr 
1946. Pp. 131. $2.) 

Price, J. The international labor movement. Royal Inst. of Internat. Affairs. (New York: Ox 
ford Univ. Press. 1946. Pp. 286. $4.50.) 

Sartu, L. J. Collective bargaining. (New York: Prentice-Hall. 1946. Pp. xiii, 468. $5.) 

SrernKraus, H. W. A program for industrial peace. (Washington: Chamber of Commerc 
U.S. A. 1946. Pp. 21.) 

Stricter, G. J. Domestic servants in the United States, 1900-1940. Occasional paper 24 
York: Nat. Bur. of Econ. Research. 1946. Pp. iv, 44. 50c.) 


Warp, R. The personnel program of Jack and Heintz. (New York: Harper. 1946. Pp. x, !* 
$2.) 


New 
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!_ G. Changing your work? (New York: Assoc. Press. 1946. Pp. xiii, 210. $2.50.) 

ives and employment stabilization techniques. Research rept. no. 8. (New York: Am. 
\ssoc. 1946. Pp. 96. $2.25.) 

report: twenty-eighth session, International Labor Conference. Rept. I. (Montreal: 

t. Lab. Off. 1946. Pp. 59.) 

| labor s: a manual for supervisors. (Deep River, Conn.: Nat. Foremen’s Inst. 

Pp. 72. $2.50.) 

es, Jan—Mar., 1946. (Montreal: Internat. Lab. Off. 1946. Various pp. $5. 


f the Governing Body, Philadelphia: 92nd sess., 22 Apr.—4 May 1944; 93rd sess., 13-14 

(944. (Montreal: Internat. Lab. Off. [1946.] Pp. 63; 45.) 

nal Labor Relations Board: decisions and orders. Vol. 63. July 31, 1945-Oct. 9, 1945. (Wash- 
1: Supt. Docs. 1946. Pp. 1508. $2.75.) 

ir industrial outlook for negroes: papers and proceedings of the eighth annual confer- 

the Division of the Social Sciences, October 18-20, 1944. Stud. in the soc. sci., Vol. IV, 

shington: Howard Univ. Press. 1945. Pp. vi, 220.) 

nd women’s employment—the experience of the United Kingdom and the United States. 
|: Internat. Lab. Off. 1946. Pp. iii, 287. $1.50.) 

ers in Brazil. Women’s Bur., bull. 206. (Washington: Supt. Docs. 1946. Pp. 42. 


Social Insurance; Relief; Pensions; Public Welfare 


Q. D., and others. Social research on health. (New York: Soc. Sci. Research Counc. 


I 212. $1.) 
x, S. M. and Anprews, F. E. American foundations for social welfare. (New York: 
ge Found. 1946. Pp. 249. $2.) 


f the work of the foundations, with an historical introduction and a descrip- 


Insurance for postwar jobs. (New York: Hobson Book Press. 1945. Pp. 64. $2.) 
Relief and social security. (Washington: Brookings Inst. 1946. Pp. xx, 912. $5.) 
Proposals for health, old-age and unemployment insurance—a comparison of the 
1945 Wagner-Murray bills. Nat. econ. probs. no. 418. (New York: Am. Enterprise 
. Pp. 87. 50c.) 
N, J. T. The origin and development of group hospitalization in the United States, 1890- 
tud., vol. 20, no. 3. (Columbia: Univ. of Missouri. 1945. Pp. 101. $1.25.) 


C. R. Social security and related services in Michigan, their administration and financing. 
tud. no. 16. (Ann Arbor: Univ. of Michigan Press. [1946.] Pp. 187. 75c.) 

t unemployment insurance: report of the Conference Workshop of Organized Labor 

oyment Security at the University of Chicago. (Chicago: Univ. of Chicago Press. 1946. 

for farm people: questions and answers. (Washington: Supt. Docs. 1946. Pp. 14.) 
evision. (Chicago: Counc. of State Governments. 1946. Pp. 34. $1.) 


Consumption; Codperation 


M. D. Objectives of consumer cooperation. Rev. ed. (New York: Coop. League. 1946. 
} 
|. M. The war on malnutrition and poverty: the role of consumer co-operatives. (NewYork: 
1946. Pp. 214. $2.50.) 
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STERN, J. K. Inventory of farmers’ cooperatives, Pennsylvania. (State College, Pa.: Pennsylvan 
State Coll., School of Agric. 1945. Pp. 63.) 

WarsassE, J. P. Cooperative medicine: the cooperative organization of health protection. 4th e 
(New York: Coop. League. 1946. Pp. 63. 25c.) 

————.. A short history of the Cooperative League of the United States of America. 2nd ed. (Ney 
York: Coop. League. 1946. Pp. 39. 25c.) 

Consumer education and the social studies: a statement prepared for the Consumer Education Stud 
of the Nat. Assoc. of Secondary-School Principals. (Washington: Nat. Educ. Assoc. 1945, P> 
24. 15c.) 

Relation of business education to consumer education: a statement prepared for the Consume 
Education Study of the Nat. Educ. Assoc. (Washington: Nat. Educ. Assoc. 1945. Pp. 28.) 


Population; Migration; Vital Statistics 
CHANDRASEKHAR, S. India’s population—fact and policy. Introd. by W. S. THompson. (Nes 
York: Day. 1946. Pp. 117. $2.) 
CueEn, T. Population in modern China. Am. Jour. Soc., Vol. LII, No. 1, Pt. 2. (Chicago: Uni 
of Chicago Press. 1946. Pp. ix, 126.) 
Dane, E. B. Migration of Kansas population, 1930-1945. Indus. research ser., no. 6, (Lawrenc: 
Univ. of Kansas Pubs. 1946. Pp. 28.) 
Tuompson, W. S. Population and peace in the Pacific. (Chicago: Univ. of Chicago Press, 194 
Pp. 397. $3.75.) 
Unclassified Items 


Burns, A. F. Economic research and the Keynesian thinking of our times. 26th annual rep! 
(New York: Nat. Bur. of Econ. Research. 1946. Pp. 69.) 


KAEMPFFERT, W. Should the government support science? Pamph. no. 119. (New York: Pu 
Affairs Committee. 1946. Pp. 32. 10c.) 


LANGER, E. M. League of Nations: list of comissions and committees, economic and financial se- 


tion. (New York: Woodrow Wilson Memorial Lib., Woodrow Wilson Found. 1946. Pp. 25 
$1.) 


McNrum, N., and others, editors. Bibliography of the published writings of John Stuart Mil. 


Stud. in humanities, no. 12. (Evanston: Northwestern Univ. 1945. Pp. 115. $2.50.) 


Morcan, A. E. Nowhere was somewhere—how history makes Utopias and how Utopias mate 


history. (Chapel Hill: Univ. of North Carolina Press. 1946. Pp. 234. $2.50.) 

Norturop, F. S. C. The meeting of East and West—an inquiry concerning world understands 
(New York: Macmillan. 1946. Pp. xxii, 531. $6.) 

Rosen, G. Fees and fee bills: some economic aspects of medical practice in nineteenth ceniu 
America. Bull. of the Hist. of Medicine, no. 6. (Baltimore: Johns Hopkins Press. 1946. ?) 
iii, 93. $1.50.) 

League of Nations publications January 1, 1940-December 31, 1945. (Geneva: Pub. Dept 
League of Nations. 1946. Pp. 24.) 

Monthly list of selected articles. Vol. XVII, Nos. 10-12. (Geneva: League of Nations Librar 
1945. Pp. 24.) 

Proceedings of the Institute of Economics and Finance, Occidental College, Los Angeles ; fourths 
Feb. 28, Mar. 1, 2, 1945. (Los Angeles: Inst. of Econ. and Finan., Occidental Coll. 194 
161.) 


University education and business. Report by a Committee appointed by the Can 
University Appointments Board, together with a summary and analysis of evidence 


lected for the Committee. (Cambridge: Univ. Press. New York: Macmillan. 1945. ? i 


$1. 
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RECENT DANISH PUBLICATIONS 


Editor’s Note—Through the kindness of Mr. Svend Laursen, of the Department of 
State, we have received the following list of books which he regards as the more 
important economic works published in Denmark since 1940. 


\yperseN, P. Nyso. Bilateral exchange clearing policy. (Copenhagen: Ejnar Munksgaards 
g. 1946. Pp. 242.) 

DeperseN, H. WinpDING. Samfundsgkonomiens Grundiraek. Economic principles. (Copenhagen: 
Hest og Séns Forlag. 1943. Pp. 425.) 


Omkostninger og Prispolitik. Costs and price policy. (Copenhagen: Hgst og Sgns 

g. 1940. Pp. 209.) 

ke Efterkrigs problemer. Economic post-war problems. Vol. 1-2. Report submitted by 

, Treasury commission of economic experts. (Copenhagen: H. H. Schultz A/S. 1945. Pp. 
93, 284.) 

1EN, F. Okonomisk Teort og Metode. Economic theory and methods. (Copenhagen: Nyt 
sk Forlag. 1942. Pp. 336.) 

PepersEN, J. Fuld Beskaeftligelse og ¢konomisk Tryghed. Full employment and economic secur- 

Copenhagen: Nyt Nordisk Forlag. 1945. Pp. 128.) 

Pengeteori og Pengepolittk. Monetary theory and policy. (Copenhagen: Nyt Nordisk 

rlag. 1944. Pp. 375.) 

1p, Ky. Det offentliges Finanspolitik og den gkonomiske Aktivitet. Public finance and eco- 

tivity. (Copenhagen: Ejnar Munksgaards Forlag. 1942. Pp. 437. 
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PERIODICALS 


Economic Theory; General Works 


Asuton, T. S. The relation of economic history to economic theory. Economica, May, 1946, Py 
16. 
BrsHop, R. L. Professor Knight and the theory of demand. Jour. Pol. Econ., Apr., 1946. Pp. 29 
Boser, M. M. Marx and economic calculation. Am. Econ. Rev., June, 1946. Pp. 14. 
CHAPMAN, Sir S. The profit motive and the economic incentive. Econ. Jour., Mar., 1946. Pp. 6 
Crick, W. F. What's the use of economists? So. African Jour. Econ., Mar., 1946. Pp. 5. 
Dempsey, Rev. B. W., S.J. “Ability to pay.” Quart. Jour. Econ., May, 1946. Pp. 14. 
. Ability to pay. Rev. Soc. Econ., Jan., 1946. Pp. 14. 
DrrKsEN, Rev. C. F., C.PP.S. The Catholic philosopher and the Catholic economist. Rev. Soc 
Econ., Jan., 1946. Pp. 7. 
Domar, E. D. Capital expansion, rate of growth, and employment. Econometrica, Apr., 194¢ 
Pp. 11. 
FatrcHILD, H. P. Free enterprise and full employment. Am. Soc. Rev., June, 1946. Pp. 6 
Hurwicz, L. Theory of the firm and of investment. Econometrica, Apr., 1946. Pp. 28. 
Kapp, K. WM. Teaching of economics: a new approach. Southern Econ. Jour., Apr., 1946, Py 
8 
KerrsteaD, B. S. and Coorg, D. H. Dynamic theory of rents. Canadian Jour. Econ. and I 
Sci., May, 1946. Pp. 4. 
Kern, L. R. Macroeconomics and the theory of rational behavior. Econometrica, Apr., 1946. } 
16 
Knicut, F. H. Comment on Mr. Bishop’s article. Jour. Pol. Econ., Apr., 1946. Pp. 7 
MarscHak, J. Newmann’s and Morgenstern’s new approach to static economics. Jour. Pol. Ecor 
Apr., 1946. Pp. 19. 
MENDERSHAUSEN, H. Concept and teaching of economics. Am. Econ. Rev., June, 1946. P; 
Myrnt, H. The classical view of the economic problem. Economica, May, 1946. Pp. 22 
NeIsser, H. Keynes as an economist. Soc. Research, July 1946. Pp. 11. 
Reyno.ps, L. G. The supply of labor to the firm. Quart. Jour. Econ., May, 1946. Pp. 22 
VAN Der Horst, S.T. Some reflections on full employment. So. African Jour. Econ., Mar., 194 
Pp. 17 
Witson, E. B. Notes on utility theory and demand equations. Quart. Jour. Econ., May, 1946. ! 
8. 
Worcester D.A., Jr. A reconsideration of rent theory. Am. Econ. Rev., June, 1946. Pp. 2! 


Economic History 

Hamitton, E. J. The first twenty years of the Bank of Spain. 1. Jour. Pol. Econ. : 
Pp. 25. 
TANNENBAUM, F. A note onthe economic interpretation of history. Pol. Sci. Quart., June 1 
Pp. 7. 
Watters, R., Jr. The making of a financier: Albert Gallatin in the Pennsylvania Assemi 
Penn. Mag. of Hist. and Biog., July, 1946. Pp. 12. 


National Economies 


Jounson, A. and HAMBURGER, E. The economic problem of Germany. Soc. Research, June, 1946 
Pp. 48. 
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mov, N. The Soviet peacetime economy. For. Affairs, July, 1946. Pp. 5. 

rrzer, A. Big business and private property under the Nazis. Jour. Bus. Univ. of Chicago, 
1946. Pp. 28. 
\. J. Previews of the fourth Five-Year Plan. Am. Rev. Soviet Union, May, 1946. Pp. 


t-war problems in Denmark. Internat. Lab. Rev., Mar.—Apr., 1946. Pp. 9. 


Economic Systems; Post-War Planning 

H.R. The role of science in the formulation of economic policy. Southern Econ. Jour., Apr. 
6. Pp. 17. 

K. Society and the state. Am. Soc. Rev., Apr., 1946. Pp. 10. 


Statistical Methods; Econometrics; Economic Mathematics; 
Accounting 

zn, R. The disproportionate method of market sampling. Jour. Bus. Univ. of Chicago, Apr., 
10. 


s, M. H., Hurwitz, W. N. and Gurney, M. Problems and methods of the sample survey 
iness. Jour. Am. Stat. Assoc., June, 1946. Pp. 17. 
v, L. H. Systematic sampling and its relation to other sampling designs. Jour. Am. Stat. 
June, 1946. Pp. 14. 
ova, M. Industrial accounting in a competitive economy. N.A.C.A. Bull., June, 1946. Pp. 13. 

E, R. Analysis of marketdemand. With discussion. Jour. Royal Stat. Soc., Vol. CVITI, Pts. 
1945. Pp. 106. 
v, G. F. The subjective theory of value and accounting “‘cost.” Economica, Feb., 1946. Pp. 


W. J. A direct method for the preparation of fund statements. Jour. Accountancy, June, 
6. Pp. 11 

National Income and Product; Income Distribution; Consumption 
Statistics 


RAAPF, J. DE V. Fluctuations in income concentration. So. African Jour. Econ., Mar., 1946. Pp 


Fisner, A. G. B. “Full Employment” and income inequality. Econ. Jour., Mar., 1946. Pp. 9. 
EN, E. E. Dr. Mayer on postwar national income. Jour. Pol. Econ., Apr., 1946. Pp. 1. 


‘A100. V. S. Survey of the income and expenditure of Indian employees of the Durban Cor pora- 
tion, living at the Magazine Barracks, Durban. So. African Jour. Econ., Mar., 1946. Pp. 23. 


Business Cycles and Fluctuations 
SRAUNTHAL, A. Wage policy and full employment. Internat. Postwar Problems, Jan., 1946. Pp. 


RNER, A. P. An integrated full employment policy. Internat. Postwar Problems, Jan., 1946. 
Pp. 61 


T2LER, L. A. Business cycles and the modern theory of employment. Am. Econ. Rev., June, 
46. Pp. 14. 


\. L. Some implications of full-employment policy. Jour. Pol. Econ., June, 1946. Pp. 8. 


J. L. A note on the business cycle in South Africa, 1937-40. So. African Jour. Econ., 
1946, Pp. 6. 


», S. V. C. Resource conservation and economic stability. Quart. Jour. Econ., May, 1946. 


Public Finance; Fiscal Policy; Taxation 
Hicks, U. K. The terminology of tax analysis. Econ. Jour., Mar., 1946. Pp. 13. 
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Smons, H. Federal tax reform. Internat. Postwar Problems, Jan., 1946. Pp. 12. 

Surtor, R. E. The flexibility of income-tax yield under averaging. Jour. Pol. Econ., June, 194 
Fp. 3. 

Watuicn, H. C. Debt management and economic policy. Am. Econ. Rev., June, 1946. Pp. 19 


Money and Banking; Short-Term Credit 
Cope, S. R. The original security bank. Economica, Feb., 1946. Pp. 6. 
Fioyp, J. S. The changing impact of national banking costs, 1921-1943. Southern Econ. Jour 
Apr., 1946. Pp. 11. 
PornDEXTER, J. C. Functional finance through quasi-free bank credit: a critique. Am. Econ. Ri 
June, 1946. Pp. 13. 
SELIGMAN, H. L. The problem of excessive commercial bank earnings. Quart. Jour. Econ., Ma 
1946. Pp. 25. 
Waitt esey, C. R. Federal Reserve policy in transition. Quart. Jour. Econ., May, 1946. Pp. 1! 


International Trade, Finance and Economic Policy 

BucHANAN, N. S. American national income and foreign investment. Internat. Postwar Prot 
lems, Jan., 1946. Pp. 10. 

Davis, J. S. Experience under intergovernmental commodity agreements, 1902-45. Jour. I 
Econ., June, 1946. Pp. 28. 

Hazarp, J. N. Administering Lend-Lease for the U.S.S.R. Am. Rev. Soviet Union, May, 194 
Pp. 8. 

HEXNER, E. World Industrial Commitiees. Southern Econ. Jour., Apr., 1946. Pp. 9. 

Korican, O. H. Aims of our foreign investment policy. Harvard Bus. Rev., Summer, 1946. P; 
14. 

MacDouca tt, G. D. A. Britain’s bargaining power. Econ. Jour., Mar., 1946. Pp. 11. 

MITCHELL, B. Full employment and foreign trade. Internat. Postwar Problems, Jan., 1946.P 
8. 

Wu, Y. International capital investment and the development of poor countries. Econ. Jour., Mar 
1946. Pp. 16. 

Zacuits, O. International price control through buffer stocks. Jour. Farm Econ., May, 1946. P; 
31. 

Business Finance; Insurance; Investments; Securities Markets 


SHACKLE, G. L. S. Interest-rates and the pace of investment. Econ. Jour., Mar., 1946. Pp. 17 


Public Control of Business; Public Administration; 
National Defense 

Arros, J. L. Labor participation in the Office of Price Administration. Am. Pol. Sci. Rev., June 
1946. Pp. 27. 

Hapary, G. Effectiveness of price control in the dairy industry. Jour. Bus. Univ. of Chicago, Apt 
1946. Pp. 6. 

Morcan, W. T. Britain’s election: a debate on nationalization and cartels. Pol. Sci. Quart., Jun¢ 
1946. Pp. 16. 

OxeNFELDT, A. R. Monopoly dissolution; a proposal outlined. Am. Econ. Rev., June, 1946. 1 


Industrial Organization; Price and Production Policies; 

Business Methods 
GIvEN, W. B., Jr. Freedom within management. Harvard Bus. Rev., Summer, 1946. Pp. 1! 
Morcan, T. A measure of monopoly in selling. Quart. Jour. Econ., May, 1946. Pp. 3. 
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Marketing; Domestic Trade 
en, F. L. How good is marketing research? Harvard Bus. Rev., Summer, 1946. Pp. 13. 


Transportation; Communication; Public Utilities 
ar, L. L. Private versus public management of airports. Harvard Bus. Rev., Summer, 
Pp. 17. 
re, A. W. Rate control on Canadian public utilities. Canadian Jour. Econ. and Pol. Sci., 
May, 1946. Pp. 11. 
Agriculture; Forestry; Fisheries 
Mf Kircutin, A. W. and CHAPMAN, W. D. War-time changes in the organization of two 
ps of eastern counties farms. Econ. Jour., Mar., 1946. Pp. 29. 
Montz, E. E. The farmer and social security. Soc. Forces, Mar., 1946. Pp. 8. 
NI , W. H. Some economic aspects of the margarine indusiry. Jour. Pol. Econ., June, 1946. 


[. W. Production and welfare objectives for American agriculture. Jour. Farm Econ., 
May, 1946. Pp. 14. 
x, W. W. The economy of small farms in Wisconsin. Jour. Farm Econ., May, 1946. Pp. 18. 


Economic Geography; Regional Planning; Urban Land; Housing 
L. C.and McPuerson, W. K. Industrial trends in the Tennessee valley. Soc. Forces, 
1946 Py 10. 
{ermMANN. E. Developmental schemes, planning, and full employment. Internat. Postwar Prob- 
1946. Pp. 19. 
Labor and Industrial Relations 
\. The Swiss system of compulsory extension of collective agreements. Internat. Lab. 
Mar.—Apr., 1946. Pp. 15. 
, F. E. Guaranteed annual wages. N.A.C.A. Bull., July, 1946. Pp. 10. 
,R.L. Profit Sharing. Jour. Accountancy, July, 1946. Pp. 8. 
, P. Reparation labor—a preliminary analysis. Quart. Jour. Econ., May, 1946. Pp. 27. 
r, D. M. The National War Labor Board. Am. Econ. Rev., June, 1946. Pp. 25. 
I \. R. Wage stabilization in New Zealand. Internat. Lab. Rev., Mar.—Apr., 1946. Pp. 16. 
NorturuP, H. R. The Railway Labor Act and labor disputes. Am. Econ. Rev., June, 1946. Pp. 


{ critique of pending labor legislation. Pol. Sci. Quart., June, 1946. Pp. 17. 
nik, A. E. Problems of legal wage regulations in wartime. Am. Rev. Soviet Union, 
May, 1946. Pp. 16. 
M. W. Interest and employment. Jour. Pol. Econ., June, 1946. Pp. 15. 
ps, L. G. Wage differences in local labor markets. Am. Econ. Rev., June, 1946. Pp. 10. 
, D. R. The proposed Federal Industrial Relations Act. Pol. Sci. Quart., June, 1946. 


SCHILLER, A. A. Labor law and legislation in the Netherlands Indies. Far East. Quart., Feb., 
1946. Pp. 14 
3. M. Wanted: mature labor leaders. Harvard Bus. Rev., Summer, 1946. Pp. 22. 
STIGLER, G. J. The economics of minimum wage legislation. Am. Econ. Rev., June, 1946. Pp. 8. 
\ AN SICKLE, J. V. The international labor office: an appraisal. Southern Econ. Jour., Apr., 1946. 


EKMAN, i 


Wage policy, and the role of fact-finding boards. Mo. Lab. Rev., Apr., 1946. Pp. 13. 
Work stoppages caused by labor-management dis putes in 1945. Mo. Lab. Rev., May, 1946. Pp. 18. 
Vorkers’ experiences during first phase of reconversion. Mo. Lab. Rev., May, 1946. Pp. 11. 
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Consumption; Cooperation 

RaBINOwITcH, G. Cooperatives in the U.S.S.R. Am. Rev. Soviet Union, May, 1946. Pp. 11 

SCHICKELE, R. The national food allotment program. Jour. Farm Econ., May, 1946. Pp. 19 

Population; Migration; Vital Statistics 

Bow ey, A. L. Rural population in England and Wales, 1911 and 1931. Economica, May, 194 

Pp. 22. ; 

FRANKEL, H. The industrial distribution of the population of Great Britain in July, 1939. Jour 
Royal Stat. Soc., Vol. CVIII, Pts. ITI-IV, 1945. Pp. 39. 

Unclassified Items 

Hayvex, F, A. The London School of Economics, 1895-1945. Economica, Feb., 1946. Pp. 31 


NOTES 


Editor’s Note 


Merriam, formerly recorder and editor of Williams College, has been appointed 
the managing editor in place of Miss Mary Connally, whose resignation was an- 
1 the June number. 
¢ with this number, the address of the editorial office will be Goldwin Smith Hall, 
niversity, Ithaca, N. Y. 
ents have been made to hold the annual meeting of the American Economic Asso- 
\tlantic City, January 24-27, 1947. Professor J. Weldon Hoot, of the Wharton 
‘ Finance and Commerce, University of Pennsylvania, has been appointed as local 
nts presentative. 
s persons have recently become members of the AMERICAN ECONOMIC ASSOCIA- 


W.S., 1 Buena Vista Court, Urbana, Ill. 
P., 1664 Russett Ave., Dayton 10, Ohio. 
G. G., 6 Phelps St., Kittery, Me. 
S., Bur. of Bus. Res., Ohio State University, Columbus 10, Ohio. 
r, I. W., Economics Dept., Iowa State College, Ames, Iowa. 
Mrs. L. J., 320 N. Piedmont St., Apt. 4, Arlington, Va. 
M. J., Grad. School of Bus. Admin., Harvard University, Soldiers Field, Boston 63, 


J. P., Creighton University, Omaha, Neb. 

J., 5635 University Ave., Chicago 37, Il. 
R. L., Massachusetts Institute of Technology, 1-175, Cambridge, Mass. 

urdt, H. G., 311 Colorado Bldg., Denver 2, Col. 
r, J. C., 954 Mulberry St., Galesburg, IIl. 
|, D. H., 1702 Summit Pl., N.W., Washington, D.C. 
nz, L. F., P.O. Box 8, Notre Dame, Ind. 

, A., Bendix Home Appliances, Inc., 3300 W. Sample St., South Bend 24, Ind. 

H., 1211 Hinman Ave., Evanston, Il. 

Miss C. H., Box 98, R.D. 1, Watervliet, N.Y. 

B., Portland Cement Assoc., 33 West Grand Ave., Chicago 10, IIl. 
101-12 Ascan Ave., Forest Hills, N.Y. 
Fr. H., 523 Fairway Drive, State College, Pa. 
F. G., Rensselaer Polytechnical Institute, 314 Proudfit Bldg., Troy, N.Y. 
G. A., 4507 S. 34th Street, Arlington, Va. 
P. D., Sun Oil Co., 1608 Walnut St., Philadelphia, Pa. 
s, J. S., Dept. of Econ., Pennsylvania State College, State College, Pa. 
». C., College Box 124, Berea, Ky. 
Degler, C. M., Dept. of Econ., University of New Hampshire, Durham, N.H. 
I s, W. L., School of Commerce, New York University, Washington Sq., New York 3, 


R. O., U. S. Employment Service, Bldg. U, Constitution Ave., Washington 5, D.C 
Miss E., Agricultural Annex, Iowa State College, Ames, Lowa. 
ras, A. B., Allegheny College, Meadville, Pa. 
s, E. E., Indiana University, Bloomington, Ind. 
eC. H., 549 River Ave., South Bend 6, Ind. 
\., Marquette University, Milwaukee 3, Wis. 
\., St. John’s University, Collegeville, Minn. 
[. M., School of Business, University of Kansas, Lawrence, Kans. 
vs, D. R., 2249 Eton Ridge, Madison, Wis. 
Lt. Col. O. H., 404 N. Thomas St., Arlington, Va. 
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Forrest, C. D., College of Econ. and Bus., University of Washington, Seattle, Wash. 

Frank, W. F., Technical College, Normanton Road, Derby, England. 

Franklin, H. F., 990 Notre Dame St., W., Montreal, Canada. 

Freeman, Mrs. L. L., 308 Fifth St., Racine, Wis. 

Gaetjen, A. K., Lamp Dept., General Electric Co., Nela Park, East Cleveland 12, Ohi 

Gates, W. B., 4637 D Lake Park Ave., Chicago, IIl. 

Gibson, Lt. Col. W. B., Air Technical Service Command, Box 621, Area “A,” Wright Field 
Dayton, Ohio 

Glassman, S., 632 Ashford St., Brooklyn, N.Y. 

Goebel, R. H., Jr., 615 Prospect St., Westfield, N.J. 

Goehring, Valparaiso University, Valparaiso, Ind. 

Goodman, B., Dept. of Econ., University of California, Berkeley, Calif. 

Gould, H. H., c/o This Week Magazine, 420 Lexington Ave., New York 17, N.Y. 

Graham, H. D., 305 W. Green St., Champaign, IIl. 

Griswold, J. A., Amos Tuck School of Bus. Admin., Dartmouth College, Hanover, N.H 

Gronouski, J. A., Jr., 2418 Chamberlain Ave., Madison, Wis. 

Hackman, J., Roosevelt College, 231 S. Wells St., Chicago 4, Il. 

Hall, O. J., Dept. of Rural Econ. and Soc., University of Arkansas, Fayettesville, Ark. 

Hamilton, D. B., Jr., Dept. of Econ., University of Pittsburgh, Pittsburgh, Pa. 

Hammar, C. H., Dept. of Agric. Econ., University of Missouri, Columbia, Mo. 

Hansen, M. H., Bureau of the Census, Washington, D. C. 

Hauge, G. S., 134 Mt. Auburn St., Cambridge 38, Mass. 

Hawkes, G. R., 3217 Vine St., Lincoln 3, Neb. 

Henn, Miss M. E., 472 E. 146th St., New York 55, N.Y. 

Heuston, M. C., Clark Hall, Pomona College, Claremont, Calif. 

Hoot, J. W., Wharton School, University of Pennsylvania, Philadelphia 4, Pa. 

Hopkins, E. J., 1319 N. Pierce St., Arlington, Va. 

Hunold, A., Bunishof, Feldmeilen, bei Zurich, Switzerland. 

Hutcheson, B. C., 2209 Park Place, Ft. Worth 4, Texas. 

Hyson, C. D., Adams House A-13, Cambridge 38, Mass. 

Kafka, A., Escola Livre de Sociologia e Politica de Sao Paulo, Sao Paulo, Brazil, So. Am 

Kantor, Mrs. H. S., 2597 Sedgwick Ave., Bronx, New York, N.Y. 

Kellogg, J. P., Room 1928, 231 S. La Salle St., Chicago 4, Ill. 

Klott, Rt. Rev. J. J., Loras College, Dubuque, Iowa. 

Kriz, M. R., 46 Bayard Lane, Prince, N.J. 

La Fever, M., 5912 16th St., N., Arlington, Va. 

Learned, Miss E, J., 115 S. Eighth St., Lansing, Mich. 

Lerager, A. J., College Dept., Harper and Bros., 49 E. 33rd St., New York 16, N.Y. 

Livingston, D. A., 5920 Pershing, St. Louis, Mo. 

Locy, Miss E., 307 W. 79th St., #1041, New York 24, N.Y. 

Louis, N., 2300 Loring Place, New York 53, N.Y. 

Ludt, R. E., Pinewood Gardens, Hartsdale, N.Y. 

Lundy, J. E., The Dearborn Inn, Dearborn, Mich. 

Mandeville, M. J., 314 Commerce Bldg., University of Illinois, Urbana, IIl. 

Manuel, M. L., Dept. of Econ. and Soc., Kansas State College, Manhattan, Kans. 

Mathur, M. V., 40 Claverly Hall, Cambridge 38, Mass. 

McKinley, G. W., 1560 E. Broad St., Columbus, Ohio. 

McPherson, J. R., College of Bus. Admin., Boston University, 685 Commonwealth Av 
Boston, Mass. 

Mee, J. F., Indiana University, Bloomington, Ind. 

Melder, F. E., Clark University, Worcester 3, Mass. 

Mitchell, W. N., 8159 S. Rhodes Ave., Chicago, III. 

Nehmer, S., 1416 Nicholson St., N.W., Washington 11, D.C. 

Newmeyer, A. S., 75-13 167th St., Flushing, L.I., N.Y. 

Ogden, Miss S. S., 409 W. Monroe St., Carbondale, Il. 

Overton, R. C., School of Commerce, Northwestern University, Evanston, III. 

Partner, J. W., 2015 Orrington Ave., Evanston, IIl. 
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- [.. 2803 Pittsfield Blvd., Pittsfield Village, Ann Arbor, Mich. 


eiion n. R. F., School of Business, University of South Dakota, Vermillion, $.D. 


Miss J. G., 2637 Woodley Place, N.W., Washington 8, D.C. 
« R. W., 720 Louisiana St., Lawrence, Kans. 

ok, C., Dept. of Econ., Iowa State College, Ames, Iowa. 

rd. R. E., 510 Deming Place, Chicago 14, Ill. 

ett. W. M., Federal Reserve Bank, Dallas 13, Texas. 

ll, R. J., Natal University College, Warwick Ave., Durban, So. Afr. 
1. R., Allis-Chalmers Mfg. Co., Milwaukee 1, Wis. 

Mrs. A., 128 Wayne Place, S.E., Washington 20, D.C. 
_M.A., Simpson College, Indianola, Iowa. 


ertson, L., 3133 Dudley St., Lincoln, Neb. 
rues, E. L., Rua Barao de Petropolis 557, Rio de Janeiro, Brazil, So. Am. 


‘ aa B., Room 352, Tech. Bldg., Northwestern University, Evanston, IIl. 


Ross 


efson, A. M., 5701 43rd Ave., Hyattsville, Md. 
s, A. M., 2122 Aurelius Road, Holt, Mich. 

Mrs. A. M., 2122 Aurelius Road, Holt, Mich. 
v, K. P., 2136 N. Kedzie Ave., Chicago 47, Il. 

it, C. K., Jr., Tllinois Public Aid Com., Room 2000, 160 N. LaSalle St., Chicago, Tl. 
neider, L. G., 1663 Lincoln Place, Brooklyn, N.Y. 
erson, H. L., 12 West Drive, Larchmont, N.Y. 

ton, W. C., 3527 Center St., N.W., Apt. 3, Washington 10, D.C. 

is, H. G., 222 N. Western Ave., Carpentersville, Til. 


Siefkin, G., School of Bus. Admin., Emory University, Emory University, Ga. 
elaff, R. O., Hamline University, St. Paul 4, Minn. 


berman, J. M., 3162 Buena Vista T., S.E., Washington, D.C. 
\., Gustav ITT:s vig 37, Stockholm, Sweden. 
th, E. A., 1118 Stanfield, South Bend 17, Ind. 
nenschein, H., Jr., 29 S. LaSalle St., Chicago 3, Tl. 
ling, M., Ralston, Iowa. 


Stevens, M. S., 708 Waesche Ave., Brooklyn 29, N.Y. 
tickle, L. R., 2710 Sedgwick Ave., New York 63, N.Y. 


i-Unger, T., Dept. of Econ., Syracuse University, Syracuse, N.Y. 
son, Miss D. F., Rockford College, Rockford, Ill. 
son, W. H., 1257 Orchard Drive, Ames, Iowa. 


limmerman, W. A., Tugelaweg 6, Emmarentia, Johannesburg, So. Afr. 
ljerandsen, C., Institute of Citizenship, Kansas State College, Manhattan, Kans. 


n Scoyoc, L. S., Bowling Green State University, Bowling Green, Ohio. 
tolo, J. L., 1926 Tomlinson Ave., Bronx, New York 61, N.Y. 
gel, J. H., U. S. Tariff Commission, Washington, D.C. 


Vaeltermann, J. J., 4019 N. 22nd St., St. Louis 7, Mo. 


ilkinshaw, Miss M. D., Stuyvesant Hall, Delaware, Ohio. 
ulter, J. T., City College of New York, 17 Lexington Ave., New York 10, N.Y. 
tson, Miss D. E., Rockford College, Rockford, IIl. 


Weimer, A. M., Indiana University, Bloomington, Ind. 


Veiss, M. A., 226 Henry St., New York 2, N.Y. 


ennberg, S. G., 17 W. Parkway Dr., Columbia, Mo. 
enzier, G. H., 8917-189th St., Hollis 7, L.I., N.Y. 


verner, R. O., Deweese, Neb. 


C. M., 12132 S. 70th Ave., Palos Heights, Tl. 
ey, R. C., Mumford Hall, University of Missouri, Columbia, Mo. 
ttake t, E., Dept. of Econ., Indiana University, Bloomington, Ind. 
cker, E. R., 233 Harrison St., Lake Charles, La. 
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Wolf, R. B., P.O. Box 252, Laurens, S.C. 
Wolitz, J., 49 Clarkson Ave., Brooklyn, N.Y. 
Zarchin, M. M., San Francisco Junior College, San Francisco 12, Calif. 
The Committee on Research in the Social Sciences, Australian National Research Council, 
has initiated Australian Social Science Abstracts. Copies can be obtained from the editor 
Faculty of Commerce, University of Melbourne, Carlton N.3., for a subscription of 4/- per 
annum. 
Robert S. Aspinwall died December 16, 1945. 
Edwin F. Dummeier, a member of the faculty of Washington State College, Pullman. 
passed away on June 17. 
Corliss L. Parry, who had for several years taught at Ohio State University and Columbia 
University, died June 30, at the age of 45. Well known in insurance and teaching circles as an 
authority on the economics of finance and investment, he was for the last fifteen years op 
the economic research staff at the home office of the Metropolitan Life Insurance Compan 
At the time of his death he was a senior research associate there. 
Leonard J. Saltér, Jr., associate professor in agricultural economics at the University of 
Wisconsin, perished with his wife, Gertrude Salter, and their only child, Leonard J. Salter, III, 
in the Hotel LaSalle fire in Chicago on June 5. 


Appointments and Resignations 


Albert Abrahamson, who has been on leave as assistant to the Secretary of Labor, is returning 
to Bowdoin College for the fall trimester. 
George P. Adams, Jr., has returned to Cornell University after two years’ service with the 
Department of State. 
Lewis W. Adams returned to the faculty of Washington and Lee University in June after 
service in the Navy. 
V. Norman Albrecht has left government service to join the staff of the University 
Minnesota as instructor in economics. 
Sidney S. Alexander has been appointed assistant professor in the department of economics 
Harvard University, upon his return from the Office of Strategic Services. 
Eugen Altschul, who served various government agencies during the war while on leave of 
absence from the University of Minnesota, has been appointed to the Harzfeld professorshit 
of economics at the University of Kansas City. 
Vance Q. Alvis, of the University of Virginia, has been appointed assistant professor 
economics at the University of Arkansas. 
Paul S. Anderson has joined the faculty of the University of Minnesota as an instructor in 
economics. 
William H. Anderson, of the University of Wisconsin, has been appointed associate pro- 
fessor of economics at the University of Southern California. 
Charles P. Anson has been appointed head of the department of economics and busines 
administration at Alabama Polytechnic Institute. 
Hans Apel has been promoted from instructor to assistant professor of economics in the 
College of Business Administration of Boston University. 
Robert S. Aries has been appointed director of the Northeastern Wood Utilization Council 
E. Burl Austin has joined the faculty of the University of Florida as associate professor 0 
accounting after three years’ service in the Armed Forces. 

G. L. Bach, who has been on military leave from the Division of Research of the Federa 
Reserve Board, is now professor and head of the department of economics, Carnegie Institute 
of Technology. 

William H. Baughn, who has been on leave in the Army Air Forces, resumed his positio! 
as instructor in rural social economics at the University of Virginia in June. 


Richard F. Behrendt is now professor of international affairs at Colgate University. 
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| Bekker, on leave from the University of Kentucky while serving as Lieutenant in 
has resigned as instructor in economics to accept a position in the State Depart- 


| W. Belcher has been appointed instructor in economics at the University of Minne- 


wias Bellemore, formerly head of the finance department of the University of Toledo 
more recently Lieutenant Commander in the Navy, has joined the staff of the economics 
tment at Boston University as associate professor. 
jio N. Berrettoni, formerly of the University of Minnesota, has been appointed assistant 
nfessor in the department of economics and sociology at Iowa State College. 
h Biery has been appointed associate professor of accounting at the University of 


s M. Boddy has been promoted to the rank of professor at the University of Minne- 


sola 
r M. Borak has returned to his position as associate professor of economics at the 
of Minnesota after eighteen months’ service at the Army University in Biarritz 
and at training schools in Germany. 


Daniel Borth, Jr., has been made associate professor of accounting, School of Business, 
rsity of Chicago. 
Kenneth E. Boulding, of Iowa State College, has been appointed chairman of the department 
s and political science, McGill University. 

D. Bradley, assistant professor of economics at Harvard University, has been granted 

ive of absence for one year from September 1, 1946, having been awarded a Guggenheim 

lation Fellowship which will take him to Latin America for the investigation of public 

rd Brandis, formerly a member of the research staff of the Federal Reserve Bank of 

s now associate professor of business administration at the School of Business 
nistration of Emory University. 

i! P. Brown has resigned as assistant professor of marketing at the University of North 


Yale Brozen, formerly of the Illinois Institute of Technology, has been appointed associate 
sor of economics at the University of Minnesota. 
nL. Burdette, of Butler University, has been appointed associate professor of govern- 


ment and politics in the College of Business and Public Administration, University of Mary- 


Jesse V. Burkhead has left the Bureau of the Budget to accept a position as assistant pro- 
finance at Lehigh University. 
ert S. Bussell is now assistant professor of marketing at the Oklahoma Agricultural and 
College. 
Grant H. Calder has been promoted to the rank of assistant professor in the School of Busi- 
ness, University of Utah. 
R. P. Calhoon, formerly personnel manager of Kendall Mills, has been appointed professor 
rsonne] management at the University of North Carolina. 
D. Calsoyas has been appointed instructor in economics at Yale University. 
C. Carter has been appointed associate professor of business law in the School of Com- 
merce of the University of North Carolina. 
James E. Chace has been promoted from acting head to head professor of the department of 
real estate, University of Florida. 
AH :milton Chute has resigned his position at the University of Minnesota to become pro- 
lessor of marketing at the University of Toledo. 
W. W. Cook has resigned from Marysville State Teachers College to become associate pro- 
‘essor of marketing at Kansas State College. 
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William W. Cooper has resigned as instructor in economics in the College of the Universit. 
of Chicago to be assistant professor of economics at Carnegie Institute of Technology. 

John M. Crawford, formerly with the Division of Research of the Federal Reserve Board an; 
recently released from active duty as Lieutenant Commander in the United States Py}j 
Health Service, has become assistant professor of economics at Carnegie Institute of Tec 
nology. 

A. W. Currie, formerly of the University of British Columbia and of the Department ¢j 
Reconstruction in Ottawa, has joined the staff of the department of political economy, Uni. 
versity of Toronto. 

Roy E. Curtis, formerly dean of the School of Business and Public Administration, has r. 
turned to the University of Missouri as professor of economics after serving with the Office of 
Price Administration during the war. 

H. H. Cutler has been promoted to associate professor in the School of Business, Universit 
of Utah. 

Amando M. Dalisay, senior agricultural economist for the past two years in the Office oj 
the President of the Philippines in Washington, has been appointed special assistant and chie/ 
of division in the Office of Foreign Relations of the Philippine government, Manila. 

Melvin G. De Chazeau, formerly associate professor of economics at the Universit) 
Virginia, has resigned to accept a position as professor in economics at the University 
Chicago. 

Merrill DeVoe has been appointed associate professor of marketing at the University 
Kentucky. 

Catherine Di Gioia has been appointed instructor in sociology, New Jersey College {or 
Women. 

Richard P. Doherty, on leave of absence from 1943-45 to serve as emergency fuel and food 
administrator for the State of Massachusetts, has been named head of the department 
economics at Boston University. 

Evsey D. Domar has resigned from the Division of Research and Statistics of the Feder 
Reserve Board and has become assistant professor of economics at Carnegie Institute of Tec! 
nology, after serving as visiting lecturer in economics at the University of Michigan during 
the summer. 

Elvin F. Donaldson has been promoted to the rank of professor of business organization at 
the Ohio State University. 

C. H. Donovan, formerly Lieutenant Commander in the Navy, has returned to the l 
versity of Florida as associate professor of economics. 

Francis Doody, formerly instructor at Massachusetts Institute of Technology and mor 
recently Lieutenant in the Navy, has been named assistant professor of economics at Boston 
University. 

Thomas W. Douglas, recently instructor in commerce at the University of Pennsylvania 
has been appointed assistant professor of commerce at the University of Virginia. 

Acheson J. Duncan has been appointed associate professor of political economy at the Johns 
Hopkins University. 

R. Y. Durand has been appointed assistant professor of business administration at the 
University of North Carolina. 

G. A. Elliott, of the University of Alberta, has joined the staff of the department of politica! 
economy at the University of Toronto. 

Herman A. Ellis, who has been a research assistant in the Bureau of Business Research, is 
now assistant professor of economics at the University of Kentucky. 

Howard S. Ellis, since 1943 assistant director, Division of Research and Statistics 0 
the Federal Reserve Board, has returned to the University of California as professor 
economics. 

Elden J. Facer has been promoted to assistant professor in the School of Business, U2 
versity of Utah. 
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Robert H. Ferguson has returned to Cornell University as teaching associate after serving 
the Army. 
1 S Floyd has been appointed instructor of economics at the University of North Carolina. 
R ert J. Fowks, who served as Lieutenant in the Army, has gone to the University of 
\issouri as assistant professor of economics. 

\rthur M. Freedman has been appointed instructor of economics at Brown University. 


hn L. Fulmer resumed his duties as associate professor of rural economics at the Uni- 
f Virginia in November, 1945 after more than four years’ service in the Army. 
tis Gaitanis has taken a position as assistant professor of economics at the University of 

Florida following five years’ service with the Social Security Administration. 

Dr. Roy L. Garis, of Vanderbilt University, has been appointed professor of economics at 
the University of Southern California. 

Burton Gildersleeve has resigned his position at the Ohio State University to become associ- 
te professor of banking at the University of Oklahoma. 

Richard M. Goodwin has been appointed assistant professor in the department of economics, 
Harvard University. 

George C. Grosscup, Jr., has become a member of the staff of the department of commerce 
nd economics of the University of Vermont as assistant professor. 

P. N. Guthrie has accepted a position as professor of economics at the University of North 


rouna 


W. E. Haisley has been appointed instructor of economics at the University of North Caro- 
Franklin P. Hall has resigned from the International Economics Division, Office of Business 
Economics, Department of Commerce, to accept an appointment to the department of eco- 
nomics, Clark University. 
Edwin W. Hanczaryk is an instructor in economics at Brown University. 
Morrison Handsaker has been appointed chairman of the economics department of La- 
fayette College. 
Harold E. Hardy, formerly of the University of Missouri, has been named lecturer in mar- 
keting at the University of Minnesota. 
Seymour E. Harris has been promoted to professor in the department of economics, Harvard 
University. 
cobert D. Haun, on leave of absence while serving as price executive with the Office of 
Price Administration, has returned to the University of Kentucky. 
Earl O. Heady has been promoted from assistant professor to associate professor at Iowa 
State College. 
Walter W. Heller, formerly assistant to the director of the Division of Tax Research of the 
reasury, has joined the faculty of the University of Minnesota as associate professor of 
nomics. 


John S. Henderson, of Carnegie School of Technology, has been appointed assistant pro- 


lessor of economics and statistics at the University of Florida. 


_Oscar E. Heskin, formerly with the American Embassy in Oslo, Norway, has returned to 
the University of Florida as professor of economics. 

Paul T. Homan is returning to Cornell University at the beginning of the fall semester after 
several years’ service with the War Production Board, UNRRA, and the War Assets Admin- 
istration. 


Edwin H. Howard returned to the faculty of Washington and Lee University in June after 


having served with the Office of Price Administration in Roanoke. 


_ Don Humphrey, chief economic adviser for the Office of Military Government in Berlin, 
has been granted an extension of his leave of absence from Duke University until February, 
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Huber C. Hurst is resuming his teaching as professor of business law at the U hiversity o 
Florida after service with the Armed Forces and with the Veterans’ Administration, 


Leonid Hurwicz, formerly with the Cowles Commission at the University of Chicago, ha 
taken up his duties as associate professor in the department of economics and Sociology at 
Iowa State College. 


John G. B. Hutchins has returned to Cornell University after having served since 1942 with 
the War Shipping Administration. 


Charles D. Hyson has been appointed instructor in the department of economics, Harvarj 
University. 

John R. Immer, of the University of Illinois, has joined the faculty of the University of 
Minnesota as assistant professor in the field of industrial management. : 

Elmo Jackson, formerly instructor at Harvard and more recently in the Armed Force 
has been appointed associate professor of economics and statistics at the University of Floridg 

John E. Jeuck has been appointed instructor in marketing in the Schcol of Business, yi. 
versity of Chicago. 

Gaston Jeze, professor emeritus of public finance and public law at the University of Paris 
and an honorary member of the American Economic Association (1926), in a recent letter 
gives moving details of his life during the war. Professor Jeze, an outstanding public figure in 
France, and his daughter, were imprisoned because they refused to collaborate with the Vichy 
regime. When the Germans marched into Paris he fled to the South. He was persecuted and 
robbed during the occupation. He returned to Paris in April of this year and has already pub- 
lished the first postwar issue of his well-known quarterly, Revue de Science et de Législation 
Financiéres. Friends of Professor Jeze, many of whom have inquired about his fate, will be 
pleased to hear that he has taken up residence again at his old home, 126 Blvd. Montparnasse 
Paris. While most of his property has been stolen by the Germans, his famous private library 
is still intact. Although Professor Jeze is 77 years old, he has resumed his activities as editor 
and writer and intends to continue the work which was interrupted by the war. 

Lewis K. Johnson has been promoted from assistant professor to associate professor of 
commerce at Washington and Lee University. 


J. A. Johnston, head of the department of accounting at the University of Utah, retired 
in June. 

M. J. Jucius has been promoted to the rank of professor of business organization at the 
Ohio State University. 

Frank S. Kaulback, Jr., has been appointed assistant professor of accounting at the Un: 
versity of Virginia. 

James W. Kelley, on leave of absence for three years while serving as analyst in the Bureau 
of Labor Statistics, has returned to Boston University as associate professor of economics. 

Leonard A. Kent has been appointed instructor in statistics in the School of Business, Un 
versity of Chicago. 

Marshall D. Ketchum has resigned as professor of economics at the University of Kentucky 
to accept a position at the University of Chicago. 

C. A. Kirkpatrick has been appointed associate professor of marketing at the University 
of North Carolina. 

H. E. Klontz has resigned as instructor in economics at the University of North Carolin 
to accept an associate professorship in economics at Alabama Polytechnic Institute. 


F. J. Kottke has been appointed associate professor of economics at the University 
North Carolina. 


B. C. Lemke has been promoted from assistant professor to associate professor at lows 
State College. 


Wassily Leontief has been promoted to professor in the department of economics, Harvar¢ 
University. 


J. Wayne Ley has been promoted to the rank of professor of business organization and bas 
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luties as assistant dean of the College of Commerce and Administration at the Ohio 


£. Lindblom has been appointed assistant professor of economics at Yale Uni- 


F. M. Lindsay has been appointed lecturer in the department of economics, Har- 


rsity. 
Littlefield, of the University of Louisiana, has been made instructor of business or- 
n at the Ohio State University. 


Harvard go 
Richard E. Lundquist is returning to the staff of the School of Business Administration at 
” University of Minnesota following a year’s study at Northwestern University. 
VeTsIty of 
oh O. McClintic has been made associate professor of economics at San Diego State 
d Fr 
f Floridg lohn B. McFerrin was promoted from associate professor to professor of economics at the 


f Florida upon his return from service in the Navy. 


— e McGregor has resigned from the research staff of the Federal Reserve Bank of 
y of Par Kansas City to accept a position as professor of marketing at the University of North Carolina. 
ent lette Jess McNish, of the University of Nebraska, has gone to the University of Kansas as in- 
figure ip in business law. 

he V R. McPherson has joined the staff of Boston University as instructor in economics 
uted and ce with the Armed Forces. 

ady pub- rt C. Manhart, who has been on leave from the University of Missouri working with 
Egislation : 1 Electric Products Inc., has returned as associate professor of economics. 

pe Yves R. Maroni is an instructor of economics at Brown University. 

~ ms Donald B. Marsh has been granted a year’s leave of absence from the department of eco- 
5 f Barnard College. 

F. Martin has resigned as assistant professor of economics at the University of North 
= ntinue his work as economic analyst with the Allied Military Government in 
‘retired G rdon L. Mattson, recently discharged from the Navy, has returned to the University of 

ta as instructor in economics and accounting. 
at the C. Maxcy, general personnel relations supervisor of the Southern New England Tele- 
- ny, has been appointed lecturer in economics at Yale University. 
ne Us \. Metzler, formerly with the Division of Research and Statistics, Board of Gov- 
a" ernors of the Federal Reserve System, Washington, has been appointed assistant professor of 
economics at Yale University. 
cw : \llen Meyer is serving as secretary of the College of Commerce and Administration at the 
vu State University in addition to his duties as assistant professor of business organization. 
hes | F. Mikesell, formerly assistant professor of economics at the University of Wash- 
recently head economist in the Monetary Research Division of the Treasury, has 
ntucky inted associate professor of economics at the University of Virginia. 
t B. Miner has returned from the Army University cf Okinawa to become instructor of 
rere ganization at the Ohio State University. 
on ge M. Modlin has been appointed president of the University of Richmond. 
oe Donald A. Moore has been appointed instructor of economics at Brown University. 
sty of _ Kenneth V. Moses has been appointed instructor in business law at the University of 
— bert New man, of the University of Delaware, has been made associate professor of eco- 

Sat the University of Florida. 
= inn C. Nolen has been promoted to the rank of professor of business organization at the 

State University. 

d has M. O’Leary has been appointed dean of the new School of Business and Public Ad- 


mn at Cornell University. 
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Edgar Z. Palmer has resigned as professor of economics at the University of Kentucky t, 
accept a position at the University of Nebraska. 

Andreas G. Papandreou was made instructor in the department of economics, Harvard 
University, upon his return from the service. 

W. W. Pate has accepted an appointment as instructor in economics at the University of 
North Carolina. 

Raymond J. Penn has been assistant professor in agricultural economics at the Universit, 
of Wisconsin since February. 

Robert B. Pettengill is director of the Teaching Institute of Economics, operated under » 
grant from the Alfred P. Sloan Foundation, Inc., at the University of Southern California. 

Clyde W. Phelps, formerly head of the department of economics and commerce at the 
University of Chattanooga, has joined the staff of the department of economics at the Uni 
versity of Southern California. 

M. Ogden Phillips, of Washington and Lee University, was visiting professor of economi 
geography at Columbia University during the summer. 

Ralph D. Pickett, head of the Department of commerce at Kansas State Teachers College 
has been appointed professor of economics at the University of Kentucky. 

A. W. Pierpont has taken up duties as instructor in economics at the University of North 
Carolina. 

William H. Pierson has been appointed associate professor of geography at the Universit 
of Florida. 

Neal Potter, formerly acting chief of the income analysis section, Office of Price Administra. 
tion, is an instructor in economics at Carnegie Institute of Technology. 

Richard Powers, of the University of Virginia, has accepted a position as assistant professor 
of economics at Clemson College. 

William McC. Pritchett, of the University of Virginia, has accepted a position as assistant 
agricultural economist with the Federal Reserve Bank of Dallas. 

Jewell J. Rasmussen has been promoted to the rank of assistant professor in the School of 
Business, University of Utah. 

Melvin Reder has resigned as research associate in the Money Flows Project of the National 
Bureau of Economic Research to become assistant professor of economics at Carnegie Institut: 
of Technology. 

Charles F. Reynolds, Jr., of the University of Virginia, has accepted a position as agricul 
tural economist with the Federal Reserve Bank of Atlanta. 

Gaines M. Rogers, of the University of Virginia, has been made assistant professor 
economics at Baylor University. 

Benjamin A. Rogge, formerly a member of the faculty of the University of Nebraska, has 
joined the staff of the department of economics at the University of Minnesota as an instructor 

R. H. Rowntree has resigned his position as assistant professor of economics at the O! 
State University to continue his work with the Department of Commerce. 

A. W. Sadler has been appointed associate professor of accounting at the University 
North Carolina. 

G. T. Schwenning has resumed his duties as professor of business administration at the 
University of North Carolina following his release as director of the business management se 
tion of the Armed Forces University at Shrivenham, England. 

William B. Seiniger, recently a lieutenant in the Army, has been appointed instructor 1 
marketing in the College of Business and Public Administration, University of Maryland 

Joseph E. Shafer, of the University of Akron, has been appointed head of the department 
economics and business administration at the University of New Hampshire. 

Nelson C. Shafer, Jr., formerly of the Indiana University, has been made instructor 
marketing at the University of Kansas. 

Eli Shapiro has been appointed assistant professor of business economics at the School 
Business of the University of Chicago. 


"AA TTYL AMODICAA 


arvard 
Sity of 
versity 


nder a 


ersity 


stra 


00! of 


4] NOTES 743 


{urray W. Shields has been appointed associate professor of economics at the University 


f Florida 

Peter D. Shilland has been appointed associate professor of economics at West Virginia 
human has returned to his teaching duties at the University of Oklahoma as 


fessor iness management following five years’ service in the Army, in which his last 
ment was as Colonel, General Staff Corps, with the Office of Military Government in 


Uermany 
C. Gordon S$ ofkin, formerly assistant to the president at Southwestern University, and more 
ently in charge of the program in economics at Shrivenham American University, is now 
fessor of economics at the School of Business Administration of Emory University. 
Pau! B. Simpson is returning to Cornell University as teaching associate after serving in the 


P. P. Smith has been appointed instructor in accounting at the University of North Carolina. 


Theodore H. Smith, of the University of Oklahoma, is now dean of the School of Business 


f the University of Montana. 


nk A. Southard, Jr., after serving in the Navy, chiefly as financial adviser at Allied Force 
juarters in Italy, has resumed his duties at Cornell University and has been appointed 
an of the department of economics. 

rving A. Spaulding has been appointed assistant professor of sociology, New Jersey College 


r Women. 


William A. Spurr, formerly Lieutenant Commander in the Navy and more recently associate 
fessor of statistics at the University of Chicago School of Business, has accepted a profes- 


rship at Stanford University. 


{rmand C. Stalnaker, who has been appointed assistant professor of business organization 

the Ohio State University, will have the duties of placement director of the College of Com- 

rce and Administration. 

Hubert F. Stepp, of the University of Virginia, has been appointed assistant professor of 

mics at the University of Arkansas. 

Robert C. Strahl, of the Ohio State University, has become assistant professor of marketing 

the University of Nebraska. 

Roland Stucki has been promoted to associate professor in the Schoo] of Business, Uni- 

Tsity of Utah 

Sidney C. Sufrin, recently returned from London where he was with the Mission for Eco- 
\ffairs, United States Embassy, has accepted an associate professorship in business 
tration and economics at Syracuse University. 

Janet Sundelson will be an instructor in economics at Barnard College for the coming year. 

Harry W. Sundwall has been promoted to the rank of assistant professor in the School of 

iness, University of Utah. 

R bert Tannenbaum is instructor in business economics and industrial relations in the 
{ Business, University of Chicago. 

\lbion G. Taylor has returned to his position as head of the department of economics at the 

ge of William and Mary after a four years’ leave of absence first serving the War Man- 

wer Commission and later as chief of the Food Industries Division, Office of Labor, Depart 

nt of Agriculture. 

jacob B. Taylor, professor of accounting at the Ohio State University, has assumed the posi 

I iness manager of the university. 

M. D. Taylor has resigned as professor of marketing at the University of North Carolina to 


€rve as economic analyst with the Allied Military Government in Berlin. 


Howard M. Teaf, Jr., has been promoted to the rank of professor in the department of 
mics at Haverford College. 


_R. Paul Terrell has been appointed assistant professor of geography at the University of 
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Herman P. Thomas has been named chairman of the department of economics at 4 
University of Richmond. 


Gerhard Tintner has been promoted from associate professor to professor of economics a; 
econometrics at Iowa State College. 

William A. Tolman, who was on leave of absence while serving as price executive of th 
Office of Price Administration, has returned to the University of Kentucky. 

Alvin E. Touhino, of the University of Wyoming, has been appointed assistant professor of 
accounting at the University of Kansas. 

Orba F. Trayler, until recently chief of the lend-lease accounting office in Cairo, and acting 
chairman of the department of economics at Kenyon College during the summer term, will g 
to the University of Denver in the fall quarter. 

J. Alden Trovillo has been appointed associate professor of industria] management at th 
University of Kansas. 

F. W. Tuttle, who was with the War Labor Board and later with the Bureau of Labor, ha 
resumed his duties as assistant professor of economics at the University of Florida 

Roland S. Vaile, professor of economics and marketing at the University of Minnesota, ii 
spending a year’s sabbatical leave in study and travel in California. 

Edward R. Van Sant, recently returned from Chungking and Shanghai where he served 
the Foreign Economic Administration, has accepted a position in the International Resources 
Division of the Department of State. 

William J. Vatter has been promoted from assistant professor to associate professor of a 
counting in the University of Chicago School of Business. 

Irving H. Wallace has rejoined the faculty of the University of Minnesota as instructor ir 
economics and marketing after several years’ absence in the service of the government and the 
Armed Forces. 

Allen Wallis has been appointed professor of statistics in the School of Business, University 
of Chicago. 

Robert B. Wentworth has joined the staff of the department of commerce and economics at 
the University of Vermont as instructor in economics. 

Miriam E. West has been advanced from assistant professor to associate professor at Ner 
Jersey College for Women. 

Fred Weston has been appointed instructor in finance in the School of Business, Universit; 
of Chicago. 

Francis S. Wilder, formerly economist in the Research Division of the Office of Price Ac 
ministration, has been appointed visiting assistant professor at Duke University. 

Richard L. Williamson, of the University of Buffalo, has become a member of the stafl o! 
the division of social sciences at Wheaton College, Illinois, as instructor in economics an 
business. 

Robert L. Winestone, formerly of the University of Oregon, has joined the staff of the Uw 
versity of Minnesota as instructor in economics. 

Francis Wingate has become an assistant professor of marketing at Syracuse University 
after serving in the Armed Forces. 

John B. Woosley has been appointed head of the department of economics and commerct 
at the University of North Carolina. 

Howard Wright has gone to the University of Florida as associate professor of accounting 
after having served in the Armed Forces three years. 

Howard W. Wright, until recently Captain in the Army, has been appointed associate pr 
fessor of accounting in the College of Business and Public Administration of the Universit} 
Maryland. 

George Zeiss, Jr., of Louisiana State University, has been appointed assistant pr fessor 
business communication at the University of Kansas. 


mics and FORTY-THIRD LIST OF DOCTORAL DISSERTATIONS IN 


POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
ve of the UNIVERSITIES AND COLLEGES 
fess : f this kind was dated January 1, 1904, and was sent to all members, but not 


the publications. A notation as to the earlier lists, extending from 1905 to 
)) iy be found in the Review for September, 1927, page 574. Annual lists thereafter are to 
acting , n the September number of the Review for each year. 
“6 t list specifies doctoral degrees conferred, doctoral dissertations completed and 
e various universities, and the theses still in preparation. The last date given is 
it at the able date of completion. In cases where the publishers of completed dissertations were 
mation has been reported. 
bor, has represents the status of the several theses on June 15, 1946, except for a few items 
1s completed or published. 


Economic Theory; General Works 
Degrees Conferred 
an HArsTEINN Jon Errrxsson, Ph.D., Harvard, 1946. The nature of interest and 


Foster, Ph.D., Texas, 1946. Theoretical foundations of government ownership 
tansuic economy, 
and the M ; WARREN RepER, Ph.D., Columbia, 1946. The theory of welfare economics. 
Hartman Strauss, Ph.D., Wisconsin, 1946. The entrepreneur: the firm. 


Theses in Preparation 


DanteL K. A ews, B.A., Wisconsin, 1935; M.A., 1942. An introduction to a theory of 
terest. 1947. Ohto State. 
at New RucHARD VERNON CLEMENCE, Ph.B., Brown, 1934; M.A., 1936; A.M., Harvard, 1940. The 
t f economic maturity. 1947. Harvard. 
sey, A.B., Columbia, 1939; A.M., 1941. The concept of economic expansion. 


5. Diamonp, B.S., College of City of New York, 1937; A.M., Columbia, 1939. Studies 
n theory. 1947. Columbia. 
vk Hosexitz, D.Jur., Vienna, 1936; A.M., Chicago, 1945. The Austrian school of 
I 1946. Chicago. 
Moruer JEANNETTE Krmpatt, R.S.C.J., A.B., Barat, 1937; A.M., Marquette, 1942. The eco- 
i trines of John Gray (1799-1850). 1946. Catholic. 
ne Ua \ HoLLanp Kreps, Jr., B.A., William and Mary, 1941; M.A., North Carolina, 1942. 
\ study in economic analysis under conditions of less-than-full employment. 1947. Duke. 
versity \rTHUR Leicn, B.A., Colgate, 1941. Studies in the development of the theory of capital and 
nterest from Locke to Walras. 1946. Chicago. 
merce MES Vj N Lonc.ey, B.A., Texas Agricultural and Mechanical, 1936; M.S., 1937; M.A., 
Harvard, 1936. Sismondi, predecessor of Kar] Marx and John M. Keynes. Harvard. 
Harrison McGutre, B.A., Muskingum, 1937; M.A., Ohio State, 1938. Economic 
1946. Chicago. 
JA) Morcan, B.A., Northwestern, 1939; M.A., Harvard, 1941. The elimination of un- 
earned gains and losses. 1947. Harvard. 
Rick E. Mutcany, B.A., Gonzaga, 1939; M.A., 1940. The economic theories of Heinrich 
1947. California. 
EDWARD PuHILBROOK, B.A., Chicago, 1936. The policy implications of the theoreti- 
controversy over the effects of rigid wages. 1947. Chicago. 
‘RD Henry Ratt, B.A., Nebraska, 1935; M.A., 1937. A critical analysis of some of the 
ts of the theory of the mature economy. 1946. Wisconsin. 
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EuGENE Rotwetn, B.A. and M.A., Wisconsin, 1939. The political economy and econo, 
philosophy of David Hume. 1946. Chicago. ; . 
ARNOLD WILLIAM SAMETZ, B.A., Brooklyn, 1940; M.A., Princeton, 1942. The mature « 
omy. 1947. Princeton. 
GEORGE SCHULLER, B.S., New York, 1931; M.A., 1934. Bargaining power and its effects o, 
prices and income. 1947. Columbia. 
3ERNICE SHOUL, B.A . Radcliffe, 1941; M.A., Columbia, 1943; M.A., Radcliffe, 1945. Brea} 
down theory in Marx. Harvard. 
HARLAN MOoneELL Smita, B.A., Chicago, 1936; M.A., 1938. The price mechanism and th 
concept of social value. 1946. Chicago. 
Atva Morris TuTtLe, B.A., Butler, 1923; M.S., Iowa State, 1928. Wage determination: , 
theoretical and statistical analysis. 1947. Ohio State. 


Economic History 


Degrees Conferred 


Fe.iciA Jounson Deyrup, Ph.D., Columbia, 1946. Arms makers of the Connecticut Valle 
James Haroip Eastersy, Ph.D., Chicago, 1945. The South Carolina rice plantation 
Rosert Morrett HALe, Ph.D., Chicago, 1945. The United States and Japanese immigratio: 


Theses in Preparation 


Husert Bavucan, B.S., Alabama, 1940; M.A., Virginia, 1941. Virginia’s 
development. 1947. Virginia. 
SHIRLEY AKERMAN BILL, B.A., Chicago, 1941; M.A., 1942. The meaning and background 
the inter-state comity provision of the federal constitution. 1946. Chicago. 
WiiuiaMm R. Bratstep, B.A., Stanford, 1939; M.A., Chicago, 1940. The development 
Pacific as an American naval problem before 1909. 1946. Chicago. 
Josern L. Fisuer, B.S., Bowdoin, 1935; M.A., Harvard, 1938. The economic develop 
Alaska. 1947. Harvard. 
Henri Former, M.A., Denver, 1939. French expansion in the trans-Mississippi Southwes 
during the eighteenth century. 1946. Chicago. 
ABRAHAM Louts GitLow, B.A., Pennsylvania, 1939; M.A., Columbia, 1940. Economic hist 
of a South Sea island. 1947. Columbia. 
Harry FRANKLIN JACKSON, B.A., Marshall, 1933; M.A., West Virginia, 1937. Technologica 
development of Central America to 1907. 1946. Chicago. 
Gace McGer, B.A., Nebraska State Teachers, 1936; M.A., Colorado, 1939. Offers 
of alliance from the Great Powers to the United States 1789-1823. 1946. Chicago 
WILLIAM Harvey MAEAaL, B.S., Northwestern, 1937; M.A., 1939. The German Social D 
cratic party and the idea of international cooperation, 1918-32. 1946. Chicago. 
Epwarp Marz, Dipl. Bus. Adm., Vienna, 1933; Dipl. Pol. Econ., 1937; M.A., Harvard, 1943 
An economic history of the Austrian Republic. 1946. Harvard. 
Martua C. MitcHeLt, B.A., Alabama, 1943; M.A., Chicago, 1944. A history of Birmuingha: 
Alabama. 1946. Chicago. 
BEATRICE TREIMAN, B.A., Chicago, 1939; M.A., 1943. Franco-American commerce, 
89. 1946. Chicago. 


1778 


National Economies 


Degrees Conferred 


Wirtiam Caartes CHAMBERLIN, Ph.D., Columbia, 1946. Economic development of Icela 
through World War II. 

Ropert Ray Docxson, Ph.D., Southern California, 1946. A study of Japan’s econon 
influence in Manchuria, 1931-41. 

Hewtmut Hirescu, Ph.D., Chicago, 1945. Th Saar territory. 

SAMUEL Luriz, Ph.D., Columbia, 1946. Private investment in a controlled econom) 
case of the Nazi economy in its pre-war phase. 


LIST OF DOCTORAL DISSERTATIONS 747 


Ph.D., Texas, 1946. The development of economic policy in the Republic of 


Theses in Preparation 


« Hvurner, B.A., Columbia, 1937; M.B.A., New York, 1940. The war economy in nazi 
1947. Princeton. 
Taytor MacKinnon, B.A., McGill, 1941; M.A., Toronto, 1942. Govern- 
f Prince Edward Island. Toronto. 
PreirFeR, B.A., Bradley Technology, 1942; M.A., Chicago, 1945. The dawn of manu- 
turing in Chile. 1946. Chicago. 
M. PretcHer, B.A., and M.A., Chicago, 1941. The development of northwestern 
x 1946. Chicago. 
Hoyt Price, B.S., Virginia, 1938. A study in the economic control of Germany. 1947. 


i rH Marte ROSENGREN, B.A., Alberta, 1940; M.A., Toronto, 1942. Wartime controls 


1947. Columbia. 
S. Trorra, B.A., New York, 1931; M.A., Columbia, 1935. The labor situation in Italy 
se of the first world war and how it paved the way for fascism. 1947. Columbia. 


NA if 


. MAN Mo QuEEN Warp, B.A., McMaster, 1941; M.A., Toronto, 1943. Development of 


ent activity in Nova Scotia. Toronto. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Degree Conferred 


aM JOSEPH VaTTER, Ph.D., Chicago, 1946. The fund theory of accounting and its im- 
ns inancial reports. 


Theses in Preparation 


LEON McCreary, C.S.V., B.S., St. Viator, 1935; M.A., Catholic, 1945. Uniform 

tems for parishes. Catholic. 
NISWONGER, B.S., Miami, 1929; M.S., Illinois, 1931. Accounting for surplus reserves. 
Wuere.er, B.B.A., Minnesota, 1942. Cost methods and empirical cost functions 
7. Massachusetts Institute of Technology. 


National Income and Product; Income Distribution; 
Consumption Statistics 


Degrees Conferred 


TON FRIEDMAN, Ph.D., Columbia, 1946. Income from independent professional practice. 


Jasz1, Ph.D., Harvard, 1946. The concept of national income and national product, 
ference to government transactions. 


Theses in Preparation 


\ \N, B.A., Bennington, 1939. Measurement of economic stability: an analysis of 
mer income and expenditure by age groups, 1935-36. 1948. Columbia. 
W. Hatvorson, B.S., Minnesota, 1938; M.A., 1940. A study of agricultural income 


to national income. 1947. Minnesota. 
) Kempster, B.S., Missouri, 1938; M.B.A., Chicago, 1939. Accounting princi- 
ind { easurement of national income. 1947. Massachusetts Institute of Technology. 
Mervyn Kuerner, B.A., McGill, 1936; M.A., 1937. An analysis of employment and 
Sth Federal Reserve District 1930-40. 1946. Wisconsin. 
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Business Cycles and Fluctuations 


Degrees Conferred 


NATHAN BELFER, Ph.D., Harvard, 1946. Technical change and technological unemployment 
A.rrep Nicots, Ph.D., Harvard, 1946. Cyclical adjustments under oligopoly. 


Thesis Completed and Accepted 
KENNETH D. Roose, B.A., Southern California, 1940. The recession of 1937-38. Yale. 


Theses in Preparation 


Renoics T. Fets, B.A., Harvard, 1939; M.A., Columbia, 1940. History of American busines 
cycles, 1865-1939. 1948. Harvard. 
Wituiam Hamovirtca, B.Com., McGill, 1943; M.P.A., Harvard, 1945; M.A., 1946. Wages ir 
the business cycle. 1947. Harvard. 
WeNDELL Deapy Hance, B.S., Northwestern, 1935; M.A., Harvard, 1942. The secular chang 
in investment with particular reference to the automobile industry. Harvard. 
Evan Bonp Hannay, B.A., Washington, 1936; M.A., Stanford, 1937. The machine to 
dustry in relation to business fluctuations. 1947. Princeton. 
Evryor Ruta Harris, B.A., Mt. Holyoke, 1944; M.A., Radcliffe, 1945. Rate of interest ar 
management of the public debt. Harvard. 
GasriEL Sy_rest Hauce, B.A., Concordia, 1935; M.A., Harvard, 1938. Banking aspects of 
Treasury borrowing in World War II. 1946. Harvard. 
James Ear Hicks, B.A., Washington and Lee, 1936; M.A., North Carolina. Certain aspects 
of inflation in Italy. 1948. North Carolina. 
Leoniw Hurwicz, LL.M., Warsaw, 1938. Basic postulates of the theory of economic fluctua 
tions and their relation to empirical evidence. 1946. Chicago. 
ROBERT Sway, B.S., Virginia, 1944. A study of overemployment equilibrium 
V ir ginta. 
James Tosm, B.A., Harvard, 1939; M.A., 1940. Demand forecasting. 1947. Harvard 
Cuartes S. Wyanp, B.A., Pennsylvania State, 1939; M.A., 1944. The economics of replace- 
ment demand. 1948. Columbia. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


Lucite Derrick, Ph.D., Chicago, 1946. Tax exemption of security interest from income tazes 
in the United States: an economic and statistical analysis. 
M. Louise Freier, Ph.D., Massachusetts Institute of Technology, 1946. The United States 
excess profits tax in World War II. 
Tuap Lewis Huncate, Ph.D., Columbia, 1946. Financing the future of higher e 
FRANK SANFORD KAULBACK, JR., Ph.D., Virginia, 1945. The federal] budget as an instrument 
fiscal control. 
HERBERT Evtas KLARMAN, Ph.D., Wisconsin, 1946. Income taxation in the states 
Joun Viroit Lintner, Jr., Ph.D., Harvard, 1946. Tax restrictions on financing business 
expansion 
EuGENE ABRAHAM Myers, Ph.D., Pittsburgh, 1946. History of tax legislation in Pennsy!y 
up to 1873 
Garnes Mapison Rocers, Ph.D., Virginia, 1946. A study of carrier tax burdens. 
ALFRED CHIEH-CHING Tao, Ph.D., Harvard, 1946. A study of the tax structure in China 


2UCa 


Theses Completed and Accepted 


Lyte C. Frren, B.S., Nebraska State Teachers, 1935; M.A., Nebraska, 1938. Taxing municips 
bond income. Columbia. 


=| 
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RITSEN, B.A., Michigan, 1943. Some theoretical and practical problems in 


Kil 


t of the federal debt in the postwar period. 1946. Massachusetis Institute 


HancuetTtT, B.A., Minnesota, 1937; B.S., 1939; M.A., 1941. Federal income 
erative associations and their patrons. 1946. Minnesota. 
carp, B.A., American, 1939. Public debt management. Yale. 
VickrEY, B.S., Yale, 1935; M.A., Columbia, 1937. Agenda for progressive 


Theses in Preparation 


\supy, B.A., Hastings, 1936; M.A., Nebraska, 1938. The development of 
ymic budget. 1946. Wisconsin. 
ey BRADLEY, B.A., Lawrence, 1935; M.A., Radcliffe, 1939. Mexican public 


BRANNON, B.A., Georgetown, 1943; M.A., 1944; M.A., Harvard, 1946. Un- 
i! policy planning. 1947. Harvard. 
B.A., Swarthmore, 1939; M.A., Harvard, 1941. The status of farmer co- 
ler the federal income tax. 1946. Harvard. 
CLARK, B.Com., British Columbia, 1941; B.A., 1942; M.A., Harvard, 1944. 
the development of the personal income tax in the province and municipali- 
la up to 1930. Harvard. 
B.A., Manitoba, 1940; M.A., Cincinnati, 1941. The fundamental] similarities 
public and private debts. 1946. Chicago. 
CunKLE, B.A., Arkansas State Teachers, 1938; M.A., Kansas, 1939. Recent 
ty taxation in the United States. 1947. Virginia. 
B.S., Utah State, 1933; M.S., Iowa State, 1934. A study of property tax levies 
1947. Iowa State 
DittincHaM, B.A.E., Florida, 1934; M.S., Tennessee, 1942. Federal aid to 
e United States, 1917-46. 1947. Duke. 
H. Durron, B.A., Yale, 1934; M.A., Michigan, 1936. The federal budget as an 
: instrumentality—a study of techniques in budgeting recently advocated for full 
cal policy. 1947. Harvard. 
on, B.A., Doane, 1939; M.A., Wisconsin, 1940. The probable effects of the 
the federal debt in cycle policy. 1947. Wisconsin. 
win Goope, B.A., Baylor, 1937; M.A., Kentucky, 1939. An economic analysis 
rporate income tax. 1947. Wisconsin. 
Jounson, S.B., Iowa State, 1938; Ph.M., Wisconsin, 1940. Federal aid to 
147. Wisconsin. 
Kay, B.A., Birmingham-Southern, 1938. Fiscal and monetary policy in the 
1947. Virginia. 
Kreme, B.A., Grinnell, 1932. The graduated land tax. 1946. Jowa State 
1m O’CoNNELL, B.A., Columbia, 1937; M.A., 1938. Evaluation of public bor- 
17. Columbia. 


RASMUSSEN, B.S., Utah, 1934; M.S., 1936. Severance taxation in Utah. 1947. 


rk, B.A., Northwestern, 1937; M.A., Washington, 1944. Recent fiscal policies 
f Washington. 1946. Stanford. 
MEULEN, B.A., Bryn Mawr, 1939; M.A., Radcliffe, 1945. A case history 
| town finance. Harvard. 


Money and Banking; Short-Term Credit 


Degrees Conferred 


ac Dauisay, Ph.D., Harvard, 1946. Supervised credit for low-income farm 
United States. 

D., Columbia, 1946. Credit union development in Wisconsin. (Published as 
bia Studies in History, Economics, and Public Law.) 
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Theses in Preparation 


Witiram O. ANDERSON, B.S., Ohio State, 1938; M.A., 1941. An analysis of bank deposits 
1947. Ohto State. 

SisTER Mary ALEXINE Beatty, S.S.J., B.A., Boston College, 1939; M.A., Catholic. 194 
Bank failures in the District of Columbia, 1900-1945. Catholic. 2 

WILLIAM CASTLE BRADFORD, B.S., Syracuse, 1942; M.A., 1944; M.A., Harvard, 1946, Secy 
changes in the velocity of money. Harvard. 

ARTHUR BricKNER, M.S., Columbia, 1941. Monetary controls. 1947. Columbia. 

C. K. Cuow, B.A., Ohio Wesleyan, 1941; M.B.A., Ohio State, 1943. Factors determining ; 
monetary unit. 1947. Ohio State. 

Dona.tp A. Fercusson, B.A., Dalhousie, 1932; M.B.A., Chicago, 1945. A reconsiderati: 
the functions and organization of the Federal Reserve System. 1946. Chicago. 

BurtON H. GrupERSLEEVE, B.S., Iowa, 1926; M.B.A., New York, 1933. Problems involved 
the financing of commercial banks. 1948. Ohio State. 

Wittiam E. Koenxker, B.A., North Dakota Teachers College, 1934; M.A., North Dakot 
1938. A study of bank failures in North Dakota, 1920-35. 1948. Ohio State. 

RusseLL CraiG MclIvor, B.A., Western Ontario, 1937; M.A., Chicago, 1939. Monetary 
pansion in Canadian war finance, 1939-45. 1947. Chicago. 

Gorpon WELts McKIn-ey, B.A., McMaster, 1938; M.A., Ohio State, 1940, The developn 
of monetary and banking theory in the United States since 1930. 1947. Ohio State. 

Wiisur T. Meek, B.A., Princeton, 1922. A history of Mexican money. 1947. Columbia 

NEWTON BELMONT PARKER, B.A., Harvard, 1929; M.A., 1944. The Bank of Brazil. Harvari 

ANNA JACOBSON SCHWARTZ, B.A., Barnard, 1934; M.A., Columbia, 1935. State banking befor 
the Civil War; a study of Pennsylvania banking. 1947. Columbia. 

RIcHARD TuLOss STEVENS, B.A., Ohio State, 1926; M.A., 1931. Economic implications of the 
changing character of bank assets. 1947. Ohio State. 

Rosert C. Weems, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. The Bank 
the State of Mississippi, 1809-1834. 1947. Columbia. 


International Trade, Finance and Economic Policy 


Degrees Conferred 


Joun Hans Apter, Ph.D., Yale, 1946. Determinants of the volume of foreign trade 
United States, 1920-1938. 

GeorGce Hay Brown, Ph.D., Chicago, 1945. The international economic position of 
Zealand. (Published by Journal of Business, Studies in Business Administration, Voi. X\ 
Nos. 1 and 2, April, 1946.) 

GrorGE HuppLeston Faust, Ph.D., Chicago, 1946. Economic relations of the United State 
and Colombia, 1920-40. 

Joun Frepertck GaRpNER, Ph.D., Pittsburgh, 1946. The lend-lease program of World 
IT; analysis and appraisal. 

ANTHONY YING CHANG Koo, Ph.D., Harvard, 1946. Studies in the theory of exchange equ 
librium. 

Wa Krause, Ph.D., Harvard, 1946. Regional shifts in industry. 

Yves Rosert Maront, Ph.D., Harvard, 1946. The theory of international tradi 
monopolistic competition. 

NicHOLAS MICHAEL PETRUZZELLI, Ph.D., Catholic, 1946. Some technical aspects of foreig 
trade statistics with special reference to valuation. (Published by Catholic Univ. of At 
Press.) 

LAURENCE JOSEPH DE RyckE, Ph.D., California. The significance of the important sup} 
principle as applied in the negotiation of reciprocal trade agreement concessions 

SAMUEL SAUL SHIPMAN, Com. Sci. D., New York, 1946. The outlook for Soviet-Amer 
economic relations. 

Paut ANtHony Votre, Ph.D., Catholic, 1946. The international monetary and banking <"* 
of 1931. (Published by Catholic Univ. of America Press.) 


=> 


LIST OF DOCTORAL DISSERTATIONS 751 


Thesis Completed and Accepted 


deposit ~ RANDLE, B.A., Duke, 1931; M.A., 1938. United States trade with Latin 
K ky. 


Theses in Preparation 


\ Bitz, B.A., Saskatchewan, 1943; M.A., Toronto, 1944. Some aspects of 
trade. Toronto. 
, B.A., Chicago, 1944; M.A., 1945. American aid to Japanese aggression. 


rat ’ Coons, B.A., Iowa, 1932; M.S., Iowa State, 1939. Certain conflicts in United States 
| foreign trade policies. 1946. Jowa State. 
KSTEIN, B.S., California, 1939; M.S., 1941. Development of economic relations 
e U.S.S.R. and the countries of eastern and central Europe. 1947. California. 


Dak | K Hawk, B.A., Birmingham-Southern, 1941; M.A., Virginia, 1943. Economic as- 
ts of British foreign trade policy, 1840-1885. 1947. Virginia. 

— Kvanc Tar Hu, B.Com., Nankai, 1939; M.B.A., Harvard, 1943; M.A., 1944; Ph.M., Wiscon- 
1941. International economic problems of China. 1947. Harvard. 

loos x, B.A., Brooklyn, 1940; M.A., Princeton, 1942. Effect of the industrialization 


d countries upon the economic position of the United States. 1947. Princeton. 
vig ' n, B.A., Ohio State, 1927; M.A., 1935. Balance of international payments, 
Harve, ©1900-1947. 1947. Ohio State. 

weY M SPIELVOGEL, B.S., College of City of New York, 1944; M.A., Harvard, 1946. 
ments mechanism of raw material producing countries. Harvard. 
Jur.D., Vienna, 1927; M.A., Harvard, 1943. The effect of synthetic production 
trade in basic raw materials. 1946. Harvard. 
Bank M DEAN ELIZABETH TRAYNOR, R.S.C.J., B.A., Barat, 1937; M.A., Marquette, 1942. 
ternational monetary and financial conferences, 1900-1945. 1946. Catholic. 
Wonc, B.S.C., Nationa] Chi-nan University; M.A., Michigan, 1941. China as an 
r American capital. 1947. New York. 
N Wu, M.A., Wisconsin, 1945; M.A., Harvard, 1946. Russia’s foreign trade and her 
levelopment, 1917-1941. 1947. Harvard. 
nG-SHuN Wu, B.A., Customs College, China, 1935; M.A., Wisconsin, 1943. Economic ef- 
ts of the wool tariff in the United States. 1946. Wisconsin. 


iN Business Finance; Insurance; Investments; 
X\ Securities Markets 
Degrees Conferred 
rid W . r ALEXANDER, Ph.D., Harvard, 1946. Financial structure of American corpora- 
1900 
ge equ \N Hart, Ph.D., Yale, 1946. Life insurance investments in bonds and stocks, 1929-1944. 
CHEN TinG, Ph.D., Harvard, 1946. Industrialization, capital formation and internal savings. 


I 
B. VAN Houten, Ph.D., Yale, 1946. Preferred stocks of United States railroads as 


Thesis Completed and Accepted 
Americ J0FL B. Drrtam, B.A., Yale, 1936. Regulations of security issues under the Public Utility Hold- 
pany Act. Yale. 
Theses in Preparation 
t H. Denner, B.S., Ohio State, 1936; M.B.A., 1939. Relation of the speed of stock 
tr ments and the extent of fluctuations in stock prices. 1948. Ohio State. 


ng crisis Paviovircn Doprovoxsky, Dipl., Harbin, 1930; M.A., Columbia, 1942. Retention of 
r ile earnings. 1948. Columbia. 


mal 
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Jacos Oswatp Kamm, B.A., Baldwin-Wallace, 1940; M.A., Brown, 1942. Theory of si 
market operations; national and international. 1947. Ohio State. 

LEONARD Kent, B.S., Georgia Teachers, 1935; M.B.A., Chicago, 1940. Effects of inheritanc, 
tax on the pattern of investment. 1946. Chicago. 

ArtTHuR F. MessENGER, B.A., Ohio Wesleyan. Liquidity in the security markets. 1947, 04; 
Stale 

Pinc-Hovu-Wanc, B.A., Tsing-hua, 1932; M.A., Columbia, 1941. Fair return on equity capit 
1947. Columbia. 

SAMUEL AusTIN REEpP, B.B.A., Minnesota, 1935; M.A., 1940. The investment company as a: 
agency for financing new business enterprise: a case study. 1946. Chicago. 

HENG-KANG SANG, B.A., Tsinghua, China, 1939; M.A., Nankai, 1943; M.A., Harvard. 194¢ 
The mechanism of capital formation. 1947. Harvard. 

Vircit ScHARRER, B.A., De Pauw, 1935; M.A., Chicago, 1944. Investment outlay, profit 
the rate of capital growth. 1947. Chicago. 

Mu Pin Yen, B.A., Nankai, 1938; M.A., Michigan, 1939. The role of development loan in post 
war industrialization. 1946. Harvard. 


ALR 


Public Control of Business; Public Administration; 
National Defense and War 


Degree Conferred 


IRwin RANDOLPH HeEpDGEs, Ph.D., Wisconsin, 1946. Price control of dairy products durir 
World War II. 


Theses in Preparation 


Karu A. BoEpDECKER, Ph.B., Wisconsin, 1937; M.A., 1940. A critical appraisal of the a: 
trust policy of the United States government 1933-1945. 1947. Wisconsin. 

Gustav Drews, LL.B., Brooklyn Law, 1917; J.D., 1932; M.A., New York, 1941. The p 
of the patent right in a national economy. 1947. New York. 

GEORGE CHARLES GrosscuP, JR., B.A., Beloit, 1937; M.A., Miami, 1940. Wartime food s 
sidies. 1946. Wisconsin. 

Cari Hoeser, B.A., Oregon, 1921; M.A., 1923; J.D., Stanford, 1927. Development 
public utility regulation in Oregon. 1947. Wisconsin. 

Joun May, B.S., Missouri, 1934; M.A., 1939. Standards and patterns of economic contr 
Federal Trade Commission. 1947. Pittsburgh. 

MELVILLE J. Utmer, B.S., New York, 1937; M.A., 1938. Free enterprise and price « 
1947. Columbia 


Industrial Organization; Price and Production 


Policies; Business Methods 
Degree Conferred 


‘ 


Charlotte Feldman Muller, Ph.D., Columbia, 1946. Light metals monopoly. (Published as \ 
519, Columbia Studies in History, Economics and Public Law.) 


Theses Completed and Accepted 


Cirrrorp ANDREW CaRROLL, S.J., B.A., Gonzaga, 1933; M.A.,1934. Competition in the res 
rant business in Seattle, Washington. 1947. St. Louis. 

RicHarp B. TENNANT, B.A., Yale, 1937. The American cigarette industry, 1927-1935; an @ 
ysis of market behaviour. Yale. 


Theses in Preparation 


Francis A. Basionr, B.S., Miami, 1931; M.B.A., Ohio State, 1932. The leasing o! 
equipment. 1947. Ohio State 


[BER 
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S., Wisconsin, 1934; M.S., 1935. The dry skim milk industry and marketing 


1947. Wisconsin. 


scu, LL.B., St. John’s 1930; LL.M., 1932; B.A., New York, 1936; M.A., 1938. 
lustry. 1947. New York. 
ion, B.A., College of City of New York, 1932; M.A., Columbia, 1933. The 
ood container industry. 1947. Columbia. 
ept, B.A., California, 1929; M.A., 1933. Cost of production and price pol- 
Hoimes, B.A., Vassar, 1938; M.A., Radcliffe, 1945. Financial aspects of the 
s woolen industry. Harvard. 
B.S., Fuh-Tan University, 1926; LL.B., Shanghai College of Law, 1933; M.A., 
Economics of sheetglass industry. 1947. New York. 
BERTS, B.A., Wisconsin, 1929; M.A., 1938. Modern industrial purchasing: its 
nomic implications. 1946. Wisconsin. 
, B.A., Dartmouth, 1933; M.A., Columbia, 1936. Price making in the New 


shed. 1947. Columbia. 


\ 


i 


rH TAaucHAR, B.A., California, 1941. The implications of war activity on 
ductivity and economic progress. 1948. California 

E Tsou, B.S., California; M.A., Harvard, 1946. The world tea industry and 

rd 


E VATTER, B.A., Wisconsin, 1936; M.A., Columbia, 1938. The changing posi 


enterprise. 1948. California. 


Marketing; Domestic Trade 


Degree Conferred 


Morse, Ph.D., Iowa State, 1946. Egg grading and consumers’ preferences with 
ce to lowa egg marketing. 


Theses in Preparation 


Att, B.A., Harvard, 1932; M.A., 1940. Department store price policies. 


Jr., M.S., Connecticut, 1936. Efficiency of milk distribution. 1946. Harvard. 
3.S., Oklahoma Agricultural and Mechanical, 1928; M.S., 1929. The marketing 
igh the loose leaf auction system. 1947. Wisconsin 
, B.A. and M.A., Pennsylvania State, 1940. A study of the mercantile credit 
| its function as purchasing power. 1947. Ohio State. 
B.S., Missouri, 1938; M.B.A., Ohio State, 1940. An analysis of the job of the 
ile drug salesmen. 1947. Ohio State. 
2, B.A., Oberlin, 1939; M.B.A., Ohio State, 1940. Wholesale drug warehouse 


rder handling procedures. 1947. Olio State. 


py, B.A., Pomona, 1925. The integration of manufacturing and chain-store 
1946. Minnesota. 
Hess, B.A., Ripon, 1938; M.A., Chicago, 1940. Mail order business. 1946. 


{ JASTRAM, B.A., Stanford, 1936. Some economic aspects of large scale advertis 


janjord. 


Orr, B.A., Chicago, 1943; M.A., 1945. Gasoline marketing in Minnesota 


HART, B.S., Bowling Green State, 1929; M.A., Ohio State, 1936. Department 
inagement—a case study of the La Salle and Koch Company, Toledo, Ohio 


B.S., Baldwin Wallace, 1934; M.B.A., Ohio State, 1940. Marketing of pre 
1947. Ohio State. 
ON, Ph.B., Wisconsin, 1939; M.B.A., Northwestern, 1940. Market research 


1947. Ohio State. 
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Ratpa W. SHERMAN, B.S., Ohio State, 1929; M.S., 1932. Development of the cold sto; 
locker industry in Ohio. 1947. Ohio State. 
FREDERICK W. SHoRT, B.A., MacMasters, 1943; M.S., Minnesota, 1944. Marketing of {ry': 
with special reference to the Niagara peninsula. 1947. Minnesota. 
Minnie B. Tracey, B.A., Michigan, 1924; M.S., Denver, 1935. The marketing of frozen 
products. 1947. Ohio State 

Ropert W. TwyMan, B.A., Indiana, 1940; M.A., Chicago, 1942. A history of Marshall | 
and Company. 1946. Chicago 

Francis A. WINGATE, B.A., Bowdoin, 1931; M.B.A., Harvard, 1933. Principles and met! 
of price determination in retailing. 1948. Oio State 


Mining; Manufacturing; Construction 
Thesis Completed and Accepted 


Haroip Grecc Lewis, B.A., Chicago, 1936. Studies in the elasticity of demand for steel, 194 
Chicago. 


Theses in Preparation 


ArTHUR AARON Bricat, Jr., B.A., Dartmouth, 1939; C.S.M., 1940; M.A., Chicago, | 
Technological change and the electric lamp industry. 1946. Chicago. 

WiLirAM Byram Gates, Jr., B.A., Williams, 1939. An economic history of the Michiga 
copper mining industry. 1946. Chicago. 

RoBert Grosse, B.A., 1944, Columbia; M.A., 1946, Harvard. Determinants of size of fir 
in iron and steel industry 1790. Harvard. 

GeorGceE Henry Hosart, B.A., Michigan, 1908; M.A., North Carolina, 1941. The pott 
industry in the United States. 1947. North Carolina. 

MarTHA CRAMPTON Howarp, B.A., Goucher, 1934; M.A., Radcliffe, 1936. History 
margarine industry. 1948. Columbia. 

Haro_p Emerson Kiontz, B.A., Berea, 1935. The furniture industry in the South 
North Carolina. 

Mitton Lipton, B.A., Rutgers, 1939. Statistical analysis of construction activity in San Fra 
cisco, 1906-1946. 1947. Stanford. 

OscaR WARREN Marn, B.A., McMaster, 1938; M.A., Toronto, 1945. The steel industr 
Canada. Toronto. 

Don Patinxrn, B.A., Chicago, 1943; M.A., 1945. Models of manufacturing in the Unit 
States. 1947. Chicago. 

Maynarp A. Peck, B.A., Bethany, 1930; M.A., Nebraska, 1934. Some economic aspects of 1! 
coal industry in Boulder county, Colorado. 1947. Colorado. 

Sami SEMSIDDIN TEKINER, M.A., Cornell, 1941. An econometric study of employment, invest 
ment and output in United States manufacturing, 1920-41. 1946. Chicago. 

DANIEL CARLSON VANDERMEULEN, B.A., Hamilton, 1936; M.A., Harvard, 1946. Technolog 
change in the paper industry—introduction of the sulphate process. 1946. Harvard 


Transportation; Communication; Public Utilities 
Degrees Conferred 


Davip W. BusseELL, Ph.D., Ohio State, 1946. Truck transportation of liquid petroleum p" 
ucts in bulk. 

MERRILL Devoe, Ph.D., Ohio State, 1946. Business and economic problems of the loca! : 
station. 

Jacos Martin Goutp, Ph.D., Columbia, 1946. Output and productivity in electric an 
utilities, 1899-1942. 

James GARNETT Lyne, Ph.D., New York, 1946. The need of the railways for additional i: 
plant capital and possible means of its attainment. 

CHANGNI YounG, Ph.D., Harvard, 1946. The Market Street railway system in San Francis 
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Theses in Preparation 


AMBELANG, B.A., Illinois, 1928; M.A., Catholic, 1942. A history of employ- 
s of the United States to 1945. Catholic. 
_ B.A., Minnesota, 1916. A comparative study of four recent railroad reor- 
Great Western, Milwaukee, North Western and Soo Line. 1947. Minnesota. 
B.A., Columbia, 1936. Transportation rates and their relation to the location 
147. California. 
Coxuins, B.A., Syracuse, 1940. Cost conditions in air transportation. 1947. 


Goxptn, B.A., 1936, Harvard; M.A., 1946. Western Union, the biography of 
Harvard 
~ Haut, B.A., Western Ontario, 1934; M.A., Chicago, 1944. A history of the auto- 
ew highways in Latin America. 1946. Chicago. 
1 _B.B.A., Washington, 1931; M.A., Harvard, 1942. Federal regulation of util- 
147. Harvard. 
i B.A., Williams, 1919; M.A., 1934. The St. Paul organization. 1947. Columbia. 
Watson, B.A., Princeton, 1936; M.A., Harvard, 1941. Railroad reorganization. 1947. 


Agriculture; Forestry; Fisheries 


Degrees Conferred 


we, Ph.D., Wisconsin, 1946. The Wisconsin forest crop law: an appraisal and 


BowRING, Ph.D., Iowa State, 1945. Nutritional problems in relation to agri- 
ida 
Ph.D., Harvard, 1946. Agriculture and industrialization: an inquiry into 
ments between agriculture and industry in the process of industrialization. 
1M HaLpo Fiswer, Ph.D., Virginia, 1946. An economic investigation of the dairy indus- 
Fifth Federal Reserve District. (Published by the Federal Reserve Bank of Rich- 
Virginia 
rE Mosner, Ph.D., Chicago, 1946. The economic effects of Hindu religion 
tions on agricultural production by Christians in North India. 
us RocHEstEeR, Ph.D., Wisconsin, 1946. Landlord-tenant relationships in 
per system in South Carolina. 
\. SALTER, Jr., Ph.D., post obitum, Minnesota, 1946. A critical review of research 
iH BODEAUX, Ph.D., Harvard, 1946. An economic study of agriculture in Bolivia. 
['rumons, Ph.D., Wisconsin, 1946. Economic and social aspects of the devalua 
iltural land through inheritance, gift and will. 


WapLes, Ph.D., Wisconsin, 1946. Farm ownership processes in a low tenancy 
f the use and distribution of family capital to achieve owner-operatorship and 
security 
C. Warrney, Ph.D., Minnesota, 1946. Farm income, investment and value of farm 
M 
Thesis Completed and Accepted | 


REYNOLDS, JR., B.S., Mississippi State, 1939; M.A., Virginia, 1942. Changes 
iltural economy of the Yazoo-Mississippi delta. 1946. Virginia. 


Theses in Preparation 


on, B.A., Alberta, 1937; M.A., 1940. Economic elements of a price policy for 
igriculture. 1946. Jowa State. 
ELMAN, B.S., Iowa State, 1937. Problems involved in the sale of slaughter live- 


he basis of carcass weight and grade. 1947. Minnesota. 
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Grapy BiunM GrowE, B.S., Georgia, 1939. Interregional competition in peanut product 
1947. Virginia. 

R. C. Heapincton, B.A., Kenyon, 1937; M.Sc., Ohio State, 1938. Keeping the farm in the‘ 

1948. Ohio State 

CuirrForD G. HitpretH, B.A., Kansas, 1939; M.S., Iowa State, 1941. Production fu: 
Iowa agriculture. 1947. Jowa State. 

Hastincs DupLey Hucerns, M.S., Cornell, 1933; M.A., Harvard, 1946. Initiation and orga 
zation of economic research program in British Guiana. Harvard. 

HERMAN Brooks JAmeEs, B.S., North Carolina State, 1932; M.S., 1940. Mechanization p 
lems in eastern North Carolina agriculture. 1947. Duke. 

James WiLey KNOWLES, B.S.S., College of City of New York, 1936. Economic criteria ip | 
design and evaluation of farm policy. 1947. Columbia. 

Ivan M. Ler, B.S., lowa State, 1941. Economic implications of the mobility of the hun 
source in agriculture. 1947. Iowa State. 

James H. Lorie, B.A., Cornell, 1942; M.A., 1945. The relationship by regions between { 
production and consumption and livestock production in the United States. 1946, Chi 

James E. McNotty, Jr., B.A., Harvard, 1944; M.A., 1945. The relation of agricultura 
and land tenure in American agriculture. 1946. Harvard. 

WitviaAmM Lippon McPeters, B.A., Vanderbilt, 1943; M.A., Harvard, 1945. Role of 
the improvement and conversion of southern agriculture. 1947. Harvard. 

DreLBert C. Myrick, B.S., Montana State, 1936. County agricultural planning 
County, South Dakota. 1946. Harvard. 

WEBER PETERSON, B.S., Montana State, 1936; M.S., 1938. Economics of flaxseed 
tion in the United States. 1947. Minnesota. 

RicHARD Powers, B.S., Virginia, 1944; M.A., 1945. American farm policy: 1938-1945 
Virginia. 

LEONARD H. Scuorr, B.A., Harvard, 1904; M.A., 1905. One farm or two: a statistica 
of the requirements of mechanized farming. 1946. Columbia. 

RicHARD SreLAFF, M.S., Minnesota, 1944. Competition of agricultural fibers. 1947. Minne 

SoLtomon Srncrarr, B.S.A., Saskatchewan, 1932; M.S., 1937. The role of subsidies in | 
credit. 1947. Minnesota. 

GeorGE E. Tosen, B.S., Illinois, 1936; M.S., 1938. An analysis of machinery costs 
in southeastern Minnesota. 1947. Minnesota. 

Curren TsIANG, M.S., Minnesota, 1946. An economic study of some problems of Chinese ag 
culture. 1947. Minnesota. 


Economic Geography; Regional Planning; Urban Land; Housing 
Degree Conferred 


CarTER McFartanp, Ph.D., Georgetown, 1946. An economic analysis of Tit 
the National Housing Act. 


Thesis Completed and Accepted 
ARMAND PETER RUDERMAN, B.S., Harvard, 1943; M.B.A., Chicago, 1944; M.A., Ha 
1946. A study of American low-cost housing problems with special emphasis ot 


Harvard. 
Theses in Preparation 


WILi1aM PAut BRANN, B.A., Arkansas State, 1938; M.A., Virginia, 1942. The relat 
culture to industry in Arkansas. 1946. Virginia. 

Lewis EDWARD KNOLLMEYER, B.A., Yale, 1930; M.A., Wisconsin, 1939. Housing as 4 
for investment. 1946. Wisconsin. 

WittiAmM Epwarp Many, B.A., Toronto, 1942; M.A., 1943. The Carrot River con 
Toronto. 

LEONARD SOLOMN SILK, B.A., Wisconsin, 1940. Swedish housing planning. 1947 
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Labor and Industrial Relations 


Degrees Conferred 


AHEARN, Ph.D., Columbia, 1945. The wages of farm and factory. (Published 
[he Columbia Studies in History, Economics, and Public Law.) 
BLoom, Ph.D., Harvard, 1946. Unions and technologica] progress. 
Henry Hanes, Ph.D., Clark, 1946. History of the Virginia State Federation of La- 


KER HAWLEY, Ph.D., North Carolina, 1946. An analysis of wage standardiza- 


) LrinpBiom, Ph.D., Chicago, 1945. Some aspects of the interrelationships be- 
ns and the competitive price system. 
HILLIPS, JR., Ph.D., New York, 1946. A theory of union growth. 
LANDE ScuutteE, O.S.F., Ph.D., Catholic, 1945. Wage theories in the fair 
s act. (Published by Catholic University of America Press.) 
Ph.D., Columbia, 1946. The public works wage rate and some of its economic 
shed as No. 521 in the Columbia Studies in History, Economics, and Public 


Theses Completed and Accepted 


B.A., Wooster, 1943. An analysis of the scope of private industrial arbitra- 
whusetts Institute of Technology. 
B.A., Mt. Holyoke, 1927; M.A., Brown, 1931. Labor problems in the Rhode 
s from 1790 to 1940. Brown. 
e Mam, B.S., California, 1941. A case study in industrial unionism. 1946. 
‘nstitute of Technology. 


Theses in Preparation 
XANDER, B.A., Columbia, 1940; M.A., 1941. Collective bargaining in Chile. 


p ASHBROOK, Jr., B.S., Haverford, 1941. A federal labor policy consistent 
ment. 1947. Massachusetts Institute of Technology. 
Bowers, B.A., Kansas Wesleyan, 1933; M.A., American, 1938. The labor poli- 
al Association of Manufacturers. 1947. Wisconsin. 
}.A., Pennsylvania State, 1939; M.A., 1940. The National Labor Relations 
f the Act and its enforcement with particular reference to the work of the 10th 
\tlanta. 1947. Vermont. 
E BuECHEL, B.A., Washington State, 1929; M.A., 1937. Compulsory arbitra- 
Wisconsin. 
B.S.S., College of City of New York, 1934; M.A., Columbia, 1935. Concept 
1947. Columbia. 
\., Notre Dame of Maryland, 1939; M.A., Catholic, 1940. The role of gov- 
bor-management production committees. Catholic. 
N EBERHART, B.A., Simpson, 1928; M.A., Columbia, 1929. The job opportuni- 
rities in America. 1947. Wisconsin. 
“ JoseEpH Gorpon, O.S.A., B.A., Villanova, 1941; M.A., Catholic, 1944. Some 
ms acts in operation. 1946. Catholic. 
HARD HENEMAN, B.B.A., Minnesota, 1938; M.A., 1943. Family participation 
1947. Minnesota. 
Hocan, B.A., Washington, 1938; M.A., 1940, The wage policy of the Na- 
r Board. 1947. Wisconsin. 
\., Chicago, 1937; M.B.A., 1938. Profit sharing: a case study of Sears Roebuck 
1946. Chicago. 
N Kriiincsworts, B.A., Southwest Missouri State, 1938; M.A., Oklahoma 
d Mechanical, 1939. State labor relations legislation. 1946. Wisconsin. 


758 THE AMERICAN ECONOMIC REVIEW [SEPTEMBED 


Wituiam Henry Know es, B.S., Iowa State, 1940; Ph.M., Wisconsin, 1942. Labor and 
efficiency—the newer phase. 1947. Wisconsin. 

Juanita Morris Kreps, B.A., Berea, 1942; M.A., Duke, 1944. The history and analysis oj 
organized labor’s legislative and political activities, 1930-1946. 1947. Duke. : 

Davin Levinson, B.A., Scranton, 1942; M.A., Syracuse, 1943. The unionization of super- 
visory and technical employees. 1947. Wisconsin. 

Tuomas Joseph McDonacg, C.S.C., Ph.B., Gregorian, Rome, 1939; M.A., Wisconsin, 1945 
The Catholic social viewpoint in the labor movement. 1947. Wisconsin. 

Artuur E. Mace, Jr., B.A., Amherst, 1938. Economics of wage differentials. 1947. Chica; 

MARTHA JANE MARSHALL, B.A., Chicago, 1939; M.A., 1945. Guaranteed annual wages 
1947. Chicago. 

Joun F. Mer, B.A., Miami, 1930; M.A., Maine, 1933. Contributions of personnel develop. 
ments in the ATC to the science of personnel management. 1947. Ohio State. 

Tuomas Epwarp Posey, B.A., Syracuse, 1923; M.A., 1925. The history of the labor movement 
of West Virginia. 1947. Wisconsin. 

ROBERT WHITE PULLEN, B.A., Colby, 1941. The effects on collective bargaining of unfair 
labor practice cases under the Wagner Act. 1947. Massachusetts Institute of Technology 

Rev. CHarLes B. Quirk, B.A., Providence, 1930; M.A., Catholic, 1944. The origin and de 
velopment of the U. S. Employment Service in Rhode Island. 1947. Columbia. 

Dwicut E. Rosinson, B.A., Yale, 1936; B.A., Oxford, 1941. The managerial prerogatiy 
1948. Columbia. 

Mae KatzeEN Sauzer, B.A., Brooklyn, 1934; M.A., Columbia, 1935. The hours question 
1947. Columbia. 

Myrna SIEGENDORF, B.A., New Jersey College for Women, 1939; M.A., Wisconsin, 190 
The Montgomery Ward case; microcosm of industrial conflict. 1946. Wisconsin. 

Davip KENNETH SPIEGEL, B.S., New York, 1939; M.A., 1940. The administration of minimun 
wage legislation. 1947. New York. 

BENJAMIN SOLOMON STEPHANSKY, B.A., Wisconsin, 1939; M.A., 1942. The effect of gover 
ment agencies on the internal processes of the labor movement. 1947. Wisconsin. 

ROBERT TANNENBAUM, B.A., Chicago, 1937; M.B.A., 1938. The area of managerial discretior 
—with reference to selected management-union problems. 1946. Chicago. 

Joun GupERT TuRNBULL, B.A., Denison, 1938. Management, labor and the concept of co 
trol: a study of management functions and union policies. 1947. Massachusetts Institute of 
Technology. 

Vinkuun Evcen Utrixsson, B.S., Minnesota, 1937; M.A., 1943. The history of the labor 
relations of the American commercial] telegraph industry. 1947. Wisconsin. 

Leo Wer7z, B.S.S., College of City of New York, 1928; M.A., Columbia, 1932. The role oi 
the intellectuals in the American labor movement, 1865-1944. 1947. Columbia. 

Frep Witney, M.A., Illinois, 1941. Wartime experiences of the National Labor Relations 
Board, 1941-45. J/linots. 

Hucs Epwin Youns, B.S., Maine, 1940; M.A., 1942. The role of leadership in Americas 
labor history. 1947. Wisconsin. 


Social Insurance; Relief; Pensions; Public Welfare 


Degrees Awarded 


HELEN EvizaBetu Martz, Ph.D., Bryn Mawr, 1946. Use of County Boards in the adminisi 
tion of public assistance: a case study of County Board administration of assistance 
CHRISTINE NEWARK, Ph.D., Iowa State, 1945. Certain medical and allied health services 
special application to rural communities in Iowa. 
DANIEL SCHEINMAN, Ph.D., Chicago, 1945. Central versus local responsibility for unem| 
ment relief. 
Theses in Preparation 


Louis Horrer, B.A., College of City of New York, 1930; M.A., Columbia, 1932. Unem 
ment compensation and seasonal variations in employment in New York State. 194 
York. 


Veu 
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\RWELL JACKSON, B.A., Swarthmore; M.A., Harvard, 1945. Unemployment and 
Puerto Rico. Harvard. 
\ason Kerra, B.A., Wisconsin, 1924; M.A., 1931. Economics of old age assistance 
fied by the experience in Wisconsin. 1947. Wisconsin. 
HaLLAM ReeEpE, B.A., Pennsylvania State, 1931; M.A., 1932. The Italian system of 
ance. 1947. Columbia. 
B.S., College of City of New York, 1940; M.A., Brooklyn, 1942. The social 
n of Mexico. 1947. New York. 


Consumption; Codperation 


Theses in Preparation 


r ScHWARTZ, B.S., Minnesota State Teachers, 1933; Ph.M., Wisconsin, 1943. 
peratives in the evolving economic structure of America. 1946. Wisconsin. 


Hotpsaip WarRE, B.A., Pomona, 1932; M.A., Columbia, 1929. The Soviet consumer; 


al approach to the problem of consumer satisfaction under the Soviet set-up. 


Population; Migration; Vital Statistics 


Degree Conjferred 


HANAN WiL.IAMs, Ph.D., Columbia, 1946. Negro migration in four selected 
f the southeastern region of the United States. 


Thesis in Preparation 


Murray, B.S., New York, 1934; M.A., 1937. Cycles in diseases. 1947. New York. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with 
those submitting such announcements to publish name and address or to use a key 
number 


Communications should be addressed to: The Secretary, American Economic As. 
sociation, Northwestern University, Evanston, Illinois. 


V acanctes 


Motor transportation, industrial development, finance: Collegiate institute of tech. 


nology desires applications from men under 35 with college teaching experience in 
transportation and finance. Position is 12 months a year. P15 


Opening in economics in junior college: Man; under 35, Ph.D. preferred: minor 
work in related social sciences; experience desirable; around $3,000 per 37 weeks: 
2-year guarantee, with promise of permanent tenure for right man and maximum 
salary of $4,150 after eight years of service. Write to P. Masiko, 6020 West Addison 
Street, Chicago 34, Illinois. 


Teachers Available 


Elementary economics, South American economy, postwar problems, cartels and 
corporations: Doctor of Law and Economics. Author of various books and opinions: 
member and honorary member of scientific societies; lecturing experience in the 
United States and abroad. Desires teaching or research position in or near New 
York or Washington; also part-time or advisory work or summer lecture work at a 
university. E195 


Economic history, money and banking, world economy: Man, 53, Ph.D., University 
of Berlin. American citizen. Widely traveled. Experience in international trade and 
the German agricultural co-operative movement. Since coming to this country, 7 
years of college teaching (5 years at a denominational university). For last 3 years 
in government service as economic analyst with the regional office of a “long-term” 
agency. Author of several books (two or which wer: published in America) and 
numerous papers. Extensive research on American banking history near completion. 
Expects to leave government service in 1946 and desires adequate teaching —_ 
ment 21 


Labor problems, industrial relations, economic history, general economics: Man, 
31, M.A., completing Ph.D., Columbia University. Three years of Army statistical 
control work. Available immediately. E214 


International trade and finance, commercial policy, inter-American relations, money 
and banking, economic theory: Man, 42, married, Ph.D., University of Wisconsin. 
Eleven years of college teaching in economics; publications; presently in government 
but desires to return to university or college teaching. Available in September, = 


Theory, money and banking, public control of business, postwar problems: Man, 
53, married, Doctor of Law and Political Science, University of Vienna. More than 5 
years of economics teaching at a New York college; publications; 20 years 0 
European experience as bank executive, writer on government economic policy, 
and economics teacher. Desires university or college position. Available im- 
mediately. E220 


4 


Theory, public finance, public control of business, agricultural economics, business 
cycles: Man, 29, B.A., 1941, M.A., 1945. Five years of government research 
perience in analysis of major trends; 1 semester of teaching experience; publica- 
tions. Desires teaching or research position. Available in September, 1946. E224 
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